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DEAR FELLOW DREAMER,

[ BELIEVE AS INVESTORS WE ARE

FIRST AND FOREMOST, DREAMERS.
We invest toward our dreams for the future.

Many of us have realized the traditional
“American Dream” — owning a nice home
fronted by a perfect patch of green. Yet as
American investors, our dreams
are about so much more than that.
We cherish our freedom to pursue
personal fulfiiment and financial
security. Even as we count our
blessings, we hold to the hope of

a better tomorrow for our families
and our nation.

Owning commercial real estate is
an opportunity to invest in a much
larger landscape than the walls

of your home or community. It's an investment in
the buildings where the innovation, industry, and
dreams of America are born.

Our passion is to help you realize your financial
and perscnal dreams, and we believe real estate
should be a part of your plan to get there. That's

why we seek to preserve and grow capital over the

long term through the careful selection of quality
properties and quality tenants that may better
withstand the changing economy. That’s why we

focus on consistent, current returns by managing

our properties and caring for our tenants’ needs
with integrity and efficiency.

QOver the past year, we have illustrated these

commitments by:

* Continuing to generate stable income.

* Enhancing the value of your real estate
investment through increased leasing rates.

» Expanding our portfolio with 15 new buildings in
2007 to a total of 71 buildings across 22 states.

We also have three new properties under con-
struction, one of which, when completed will be
our first overseas asset.

As | reflect on the highlights of
2007, and look forward to the
opportunities for the year ahead,
tam humbly reminded that we
serve as your stewards.

We are grateful that you've trusted
us to be a part of your strategy to
reach your dreams, In fact, we invite
you to share them with us using
the enclosed postcard. With your permission, your
responses may be posted on our Web site at
www.wellsreitll.com. We look forward to cele-
brating your dreams with you.

Sincerely,

Leo F. Wells 11l
President and Chairman of the Board
Wells Real Estate Investment Trust I}, Inc.
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“Our American story, for generations,

is of a people who seek to move forward.,
A people who look at a mountain and worry not about the tough
climb ahead, but dream about the view from the summit.”

- Bill Owens, Governor of Colorado, 1998-2006 (b. 1950)
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DELIVERING

MORE THAN THE AMERICAN DREAM

Owning real estate has become an important
part of the American Dream, and today, real
estate ownership can include so much more
than merely a home or rental property. We
believe that a diversified investment in high-
quality, well-leased commercial real estate can
be a valuable complement to your strategy for
reaching your dreams.

In our effort toc deliver real estate’s potential
to your portfolio, Wells REIT |l has assembled

an exceptional portfolio of properties and
tenants. Our investor base rose by 17% with
over 15,000 new investors. Also, in 2007 we
purchased approximately $827 million in real
estate assets with the acquisition of 15 new
buildings that represented an additional

2.5 millicn square feet. By year's end, Wells
REIT Il owned 71 buildings and the portfolio
reached approximately $3.8 billion in real estate
assets. Furthermore, our occupancy levels
remained at over 97% as of December 31, 2007.

Rogtfel okSnapshol

2006* 2007*
Total Investors 91,185 106,549
Total Properties/Buildings' 49/56 60/71
Total Square Footage 14.5 million 17.0 million
Pergentage Leased? 97.8% 97.9%
Total Tenantg 266 297
States Represented® 18 22
Weighted-Average Credit Rating of Rated Tenants (55.8%) BBB+ BBB+

*As of December 31.

tDoes not include buildings under construction.

$Does not include the Cleveland Masriott Downtown at Key Center.
§includes District of Columbia,

Note: Square footage for each property is rounded.
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PURSUING

MORE THAN THE AMERICAN DREAM

In this phase of the life cycle of Wells REIT 11, *

we are focused on further strengthening and
diversifying the portfolio through additional
acquisitions. We seek out those opportunities
that best meet our objectives of acquiring
high-quality, income-producing assets in
sought-after markets, leased long term to
highly creditworthy tenants.

Qur Acquisitions team reviewed 667 potential
transactions in 2007. Of these, we performed
due diligence on 109 and purchased 15 build-
ings {approximately 2%). In some instances,
Wells REIT Il was not the highest bidder.
However, because of our ability to close
transactions with low leverage, we were
often contacted after a higher bidder failed
to arrange financing. This has resulted in
opportunities that might not be available
to other companies.

Several exciting projects currently under

construction will add to our growing portfolio

when we close on the completed properties:

* The future three-building headquarters
of Westinghouse Electric Company is
the iargest Class-A coffice build-to-suit in
Pennsylvania's history.

« In late 2008 we anticipate that we will take
title of our first overseas asset in Moscow,
Russia. We believe this additicn, although
a very small part of the averall portfolio,
will complement the portfolio by introducing
global real estate growth potentiatl.

* In suburban Atlanta we entered into an
agreement to acquire a majority interest in
Three Glenlake, the headquarters of Newell
Rubbermaid, Inc., the global marketer of
such brands as Paper Mate, Goody, Levolor,
and Calphaton.




«0One Century Place

Nashville, Tennessee

Acquired: January 4, 2007

539,000 sq. ft.

Primary Tenant: Willis North America

Located only 15 minutes from Nashville's
famous Ryman Auditorium, original home of
the Grand Ole Opry radio show, this landmark
property was the local award-winner in its
category of BOMA's 2007 Office Building of
the Year Award.

v Eagle Rock Executive Office
Center IV

East Hanover (Northern), New Jersey
Acquired: March 27, 2007

178,000 sq. ft.

Tenants: Ceridian Corporation, GfK Market
Measures, and Prudential Insurance Company
of America

Largest tenant Ceridian provides payroll process-
ing and human resource solutions to more than
half the companies on the FORTUNE 500.
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a Pasadena Corporate Park

Pasadena, California

Acquired: July 11, 2007

265,000 sq. ft.

Tenants; IndyMac Bank and Tetra Tech

Named the 2000 Grand Prize winner by Southern
California’s Development Forum for adaptive reuse of
existing buitdings, the original buildings built in 1965
underwent a striking renovation between 2000 and
2002. Aiso, the buildings have earned the ENERGY STAR
designation for efficiency from the U.S. Environmental
Protection Agency and the U.S. Department of Energy.

<7031 Columbia Gateway Drive

Columbia (Baltimore), Maryland
Acquired: July 12, 2007
248,000 sq. ft.

Tenant: MICROS Systems, Inc.

Corporate Headquarters for MICROS Systems, a global
leader in information technology for the hospitality indus-
try. Whether you are making reservations for a hotei or a
cruise line, or paying for a meal at a favorite restaurant,
these establishments may be using the software provided
by MICROS.
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292 East 41st Street

New York, New York

Acquired: August 17, 2007

372,000 gross sq. ft.

Primary tenants: Jones Day and The Council
of the European Union

Rising 25 stories above Midtown Manhattan's
Second and Third Avenues, 222 East 415t Street
stands just blocks from Grand Central Terminal
and the United Nations headquarters. Lead
tenant Jones Day is one of the world's most
recognized and respected faw firms.
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a Bannockburn Lake lI

Bannockburn (Chicagg), INinois
Acquired: September 10, 2007
106,000 sq. ft.

Tenant: TAP Pharmaceutical Products

TAP Pharmaceutical manufactures several brand-name
drugs — Prevacid, Lupron Depot, Rozerem — for the
treatment of health-related concerns such as ulcers,
anemia, prostate cancer, or when you need a good
night’s sleep.

<South Jamaica Street Buildings

Englewood (Denver), Colorado
Acquired: September 26, 2007
478,000 sq. ft.

Tenant; CH2ZM HILL
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The LEED-certified “green” building complex serves as the
Waorld headquarters for CH2M HILL. The 100% employee-
owned company is ranked on the “FORTUNE 100 Best
Companies to Work For” list and provides engineering,
construction, and program management services.

<1200 Morris Drive

Wayne (Philadelphia), Pennsylvania
Acquired: September 14, 2007
114,000 5q. ft.

Tenant: Shire Pharmaceuticals, Inc.

Shire produces Adderall XR, the brand-leading drug for
the treatment of Attention Deficit Hyperactivity Disorder
{ADHD). This global biopharmaceutical company also
focuses on products that treat renal diseases as well
as gastrointestinal and genetic disorders.
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» 15815 and 16201 25th Avenue West

Lynnwood (Seattle), Washington
Acquired: November 5, 2007
156,000 sq. ft.

Primary Tenant: Comcast

With high-speed Internet, high-definition television
(HDTV), and Digital Video Recorder (DVR), the nation’s
largest cable provider Comcast keeps more than
24 million American homes digitally connected.

Under Construction

» Dvintsev Business Center — Tower B

Moscow, Russia

Deal Announced: October 2, 2007
Anticipated Completion: Late 2008
136,000 sq. ft. {at completion)

Moscow — Russia’s economically booming capital and
fargest city — currently has the lowest Class-A vacancy
rate of any major international city.

» Three Glenlake

Sandy Springs (Atlanta), Georgia
Deal Announced: August 10, 2007
Anticipated Completion: Late 2008
355,000 sq. fi. (at completion)
Future Tenant; Newell Rubbermaid

Sign with a Sharpie, fiip through a Rolodex, or stir-fry

dinner on your Calphalon cookware, and you're using just fp e, e b
a few of the many trademark products of Atlanta-based ' f e l E ||
Newell Rubbermaid. 1L [ﬂlil — R

» Cranberry Woods Drive Buildings

Cranberry (Pittsburgh), Pennsylvania

Deal Announced: August 1, 2007

Anticipated Completion (two-phase): mid-2009, mid-2010
772,000 sq. ft. (at completion)

Future Tenant: Westinghouse Electric Company

In one of Real Estate Forum's 2007 leasing “Deals of the
Year,” Westinghouse will occupy this future LEED-certified
“green” property as its world headguarters. Focusing on
nuclear energy today, Westinghouse has been an energy
innovator since lighting up the first American town with
electricity in 1886.

2007 Azl Feport. 9|
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SUSTAINING

MORE THAN THE AMERICAN DREAM

An important component of our investment
objective is to sustain and grow the value of
the pertfolio through careful asset management.
We successfully completed several re-leasing
initiatives in 2007 that helped to sustain our
stable income objectives.

Our passion to be “Landlord of Choice” is

at the forefront of our continuing efforts to
maintain superior day-to-day service at our
buildings. According to a recent Kingsley
Associates survey conducted at our request,
our tenants’ satisfaction levels continue to
exceed the Kingsley index, the largest and most
comprehensive performance benchmark in the
industry. Satisfied tenants and efficiently run
buildings contribute to more stable occupancy
rates, which remained at over 97% in 2007.

We also are pleased to report that two of our
properties, One Century Place in Nashville,
Tennessee, and 5 Houston Center in Houston,
Texas, were winners of the prestigious “The
Office Building of the Year Award.” These awards
recognize excellence in building management
and quality in office buildings.

“It is difficult to say what is
impossible, for the dream of yesterday

is the hope of today
and the reality of tomorrow.”

Dr. Rebert H. Goddard, American Rocket Pioneer (1882-1945)




2500 Windy Ridge

» Coca-Cola Enterprises Expands Lease

In May 2007, Coca-Cola Enterprises (CCE), the world's largest marketer,
producer, and distributor of Coca-Cola products, expanded the total square
footage of its lease at 2500 Windy Ridge Parkway in Atlanta, Georgia.
The deal also positions CCE, currently the building's majority tenant, to
eventually occupy 100% of the property in a lease that runs through 2018.

» The Office Building of the Year (TOBY)

The Office Building of the Year (TOBY) Award recognizing quality in office
buildings and rewarding excellence in office building management is
considered one of the most prestigious recognitions in the commercial real
estate industry. One Century Place in Nashville, Tennessee, and 5 Houston
Center in Houston, Texas, were local winners, while the latter alsp went on
to place regionally in its category.

vVerizon Subsidiary Extends Lease
[n June 2007, our asset management team successfully negotiated a five-year

lease extension at 919 Hidden Ridge in Irving, Texas. The tenant, a subsidiary
of Verizon Communications, will lease the property through 2013,

5 Houston Center
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. Dreaming of a v

Brighter andiGreener Tomorrow
B ; _

As part of our property management initiative,
we are committed to “green” building practices
such as reducing energy consumption, using
environmentally conscious building materials,
and pursuing industry certification for sustain-
ability. Our tenants feel strongly about this issue
as well — more than half responded to a
recent survey that sustainable, green building
operations were important to them.

We have made inroads in “green goals,”
especially in the area of energy efficiency,

and we are pleased to report that several of
our buildings now qualify for the Envirenmental
Protection Agency/Department of Energy’s
ENERGY STAR rating. We also are proud that
several of our properties are certified under
the Leadership in Energy and Environmental
Design (LEED) Green Building Rating System,
inciuding the four-building world headguarters
of CH2M HILL in Englewood, Colorado, and
Edgewater Corporate Center One in Lancaster,
South Carolina, Additionally, we continue to seek
out opportunities to reduce our impact on the
environment while improving the operational
and fiscal efficiency of the portfolio.




What Our Tenants
Say About Us ...

“My experience with Wells’ property managers has been
nothing but wonderful! Their response time is amazing and
always comes with a smile. | know that we truly appreciate r - T '

the ‘tenant appreciation’ events that take place. What a
great touch!”
R\ Y\\\K\W\\\‘\\\"‘
LA
\

Amy Padilla

NAI BT Commercial

1950 University Avenue

€ast Palo Alta (San Jase), Califoraia

"We have worked with a number of property management
companies, but none have been as responsive and positive
as Wells Management at University Circle. We are very
satisfied with the service and hope to continue an excellent
professional relationship.”

Grace Grossman

DLA Piper

2000 University Avenue

East Palo Alto (San Jose), California

“Excellent feedback and responses; professional, helpful —
an outstanding relationship.”

Steve Moscone

Quality Technology Services
international Financial Tower
Jersey City {Northern), New Jersey

International Financial Tower

“Behind every great achievement is a
dreamer of great dreams.”

—Robert Greenleal, Founder, Greenleaf Center for Servant Leadership {1304-1990)
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REALIZING
MORE THAN THE AMERICAN DREAM

As we move into a year of economic uncertainty,
we are confident that our portfolio is well-
positioned to ride out the current market
environment. As a nontraded REIT, your long-
term investment is removed from the daily
price volatility of the traded public markets.

Keeping our focus on growth and consistency
over the long-term, we seek to preserve and

grow your Wells REIT Il investment by continuing

to follow our conservative investment strategy.

* We emphasize low leverage and high quality.
Commercial property values started to slip in

the aftermath of 2007's subprime mortgage
meltdown, prompting a flight to quality.
High-quality properties in primary markets
leased to tenants with strong credit are
better suited to support consistent returns.

Therefore, we believe the value of properties

like those that Wells REIT Il seeks to acguire
will remain strong. At the same time, we
anticipate the year may bring us some posi-
tive acquisition opportunities, and if so,

our low-leverage position may give us an
advantage when negotiating closing terms.

e Our long and varied lease terms support
continued occupancy.
Although the national vacancy rate has
recently risen slightly, we face low lease
turnover in the next two years. We are in
a position to enjoy stable income returns
and should see little effect from any decline
in rent or occupancy rates. At the end of
2007, our portfolio maintained a 97.9%
occupancy level, which is significantly above
the national average of 87.5%. Meanwhile,
our practice of diversifying our portfolio by
tenant, tenant industry, geography, and
lease expiration mitigates the risk we face
from any one market or industry faitering.

Commercial real estate is an important
building block in constructing a solid financial
foundation. We're grateful that you've allowed
us to help you expand your holdings to include
some of the finest real estate in America. Most
importantly, we treasure the trust you've placed
in us and are proud to be a part of helping you
reach the dreams you hold for tomorrow.




Wells REIT Il Historical Distribution Information
Annualized Distribution — $0.60 Per Share

o $0.160
2 $0.140
FINANCIAL 2 0120
5 $0.10
HIGHLIGHTS® § 30100
g $0.080 :
£ $0.060 ¥
£ $0.040 " A
‘E $0020 H A 5 B }
© s0000 @ E N H ¥ g d B B
Q1 Q2 Q3 Q4 Q1 02 Q3 Q4 Q1
2004 2005 2006
Total Equity Raised Since Inception Total Buitdings Since inception Total Square Feet Since Inception
{in millions) {in millions)
$3,828.5
$2,856.3 g
d 45

$1,891.0

i

07 05 06
Revenue Cash Flows From Operations *Funds From Operations
{in millions) {in millions} {in millions)

(1) The year-to-year increase shown in the above graphs is primarnily from raising investor funds and acquiring more properties.
Past performance is not indicative of future results.

We have a limited operating history, which makes our future performance and the perfarmance of your investment difficult to predict. The quarterly
distribution is subject to the Board of Directors’ discretion and subject to change. A Wells REIT Il distribution may consist of return of capital, capital
gains, and dividend income.

Wells REIT II's inception date is November 26, 2003,

*In the enclosed Form 10-K, see “Management's Discussion and Analysis of Financial Condition and Results of Operations — Funds From Operations”™
for information regarding why we present Funds From Operations and for a reconciliation of this financial measure to net income.
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. PORTFOLIO ACTIVITY

WELLS REIT Il LIFE CYCLE
Wells REIT 1l is currently engaged in fundraising, active property acquisition, and portfolic management activities.

> Statement of > Funds primarily

investment used for property
objectives and purchases
intended use of .
net proceeds > PoEfoho
from offering achieves greater
diversification
> gfgg?‘r:i%gmem > Portfolio begins

to take shape In
accordance with
stated investment
objectives

= Property assets are
actively monitored
and managed

investor monies

> Property acquisition
continues through
completion of
offering

> Properly assets are
actively monitored
and managed

> Program matures and
may experience:
» Acquisitions
» Lease renewals/

new leases >

+ Dispositions
— Payouts to
investors
— Additional
acquisitions
> Portfolio valuation/
appraisal no later

than three years after
completion of offering

> Nears completion

of its life cycle

List:

May be listed on public
exchange — shares would
become tradeable and may be
sold for cash

Liquidate;

Assets may be sold or
liquidated — proceeds would
be distributed to investors after
payment of fees and expenses
or shareholders may vote to
extend offering (see prospectus)

“America is too great
for small dreams.”

— Ronald Reagan, 40th U.S. President {1911-2004)
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CAUTIONARY NOTE REGARDING FORWARD LOOKING STATEMENTS

Certain statements contained in this Form 10-K of Wells Real Estate Investment Trust 11, Inc. (“Wells REIT I1,”
“we,” “our,” or “us”) other than historical facts may be considered forward-looking statements within the
meaning of Section 27A of the Securities Act of 1933 and Section 21E of the Securities Exchange Act of 1934,
We intend for all such forward-looking statements to be covered by the applicable safe harbor provisions for
forward-looking statements contained in those acts. Such statements include, in particular, statements about our
plans, strategies, and prospects and are subject to certain risks and uncertainties, including known and unknown
risks, which could cause actual results to differ materially from those projected or anticipated. Therefore, such
staternents are not intended to be a guarantee of our performance in future periods. Such forward-looking
statements can generally be identified by our use of forward-looking terminology such as “may,” “will,”
“expect,” “intend,” “anticipate,” “estimate,” “believe,” “continue,” or other similar words. Readers are cautioned
not to place undue reliance on these forward-looking statements, which speak only as of the date this report is
filed with the Securities and Exchange Commission. We make no representations or warranties (express or
implied) about the accuracy of any such forward-looking statements contained in this Form 10-K, and we do not
intend to publicly update or revise any forward-looking statements, whether as a result of new information, future
events, or otherwise.

LI

Any such forward-looking statements are subject to risks, uncertainties, and other factors and are based on a
number of assumptions involving judgments with respect to, among other things, future economic, competitive,
and market conditions, all of which are difficult or impossible to predict accurately. To the extent that our
assumptions differ from actual results, our ability to meet such forward-looking statements, including our ability
to generate positive cash flow from operations, make distributions to stockholders, and maintain the value of our
real estate properties, may be significantly hindered. See Item 1A herein for a discussion of some, although not
all, of the risks and uncertainties that could cause actual results to differ materially from those presented in our
forward-looking statements.
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PART1

ITEM 1. BUSINESS
General

Wells REIT 11 is a Maryland corporation that has elected to be taxed as a real estate investment trust (“REIT™)
for federal income tax purposes. Wells REIT 1I engages in the acquisition and ownership of commercial real
estate properties, including properties that are under construction, are newly constructed, or have operating
histories. Wells REIT II was incorporated on July 3, 2003 and commenced operations on January 22, 2004, Wells
REIT 11 conducts business primarily through Wells Operating Partnership 11, L.P. (“Wells OP I11”}, a Delaware
limited partnership. Wells REIT Il is the sole general partner of Wells OP II and possesses full legal control and
authority over the operations of Wells OP 1I. Wells REIT 11 owns more than 99.9% of the equity interests in
Wells OP II. Wells Capital, Inc. (“Wells Capital”), the external advisor to Wells REIT II, is the sole limited
partner of Wells OP 1I. Wells OP Il acquires, develops, owns, leases, and operates real properties directly,
through wholly owned subsidiaries or through joint ventures. References to Wells REIT I, “we,” “us,” or “our”
herein include Wells REIT H and all subsidiaries of Wells REIT Il, including consolidated joint ventures, Wells
OP I1, and Wells OP II's direct and indirect subsidiaries.

Although we may invest in a wide range of real estate, we generally focus our acquisition efforts on high-quality,
income-generating office and industrial properties leased to creditworthy companies and governmental entities.
As of December 31, 2007, we owned interests in 57 office properties, one industrial building, one hotel, and one
office property under construction, comprising approximately 17.0 million square feet of rentable space located
in 21 states and the District of Columbia. Fifty-four of the properties are wholly owned and six are owned
through consolidated joint ventures. As of December 31, 2007, our office and industrial properties were
approximately 98% leased.

Our stock is not listed on a public securities exchange. However, our charter requires that if our stock is not listed
on a national securities exchange by October 2015, we must either seek stockholder approval of an extension or
amendment of this listing deadline or stockhelder approval to begin liquidating investments and distributing the
resulting proceeds to our stockholders. If we seek stockholder approval to extend or amend this listing date and
do not obtain it, we will then be required to seek stockholder approval to liquidate. In this circumstance, if we
seek and do not obtain approval to liquidate, we will not be required to list or liquidate and could continue to
operate indefinitely as an unlisted company.

Real Estate Investment Objectives

Our primary investment objectives are to maximize cash dividends paid to our investors and to preserve, protect,
and return our investors’ capital contributions. We also seek long-term capital appreciation from our investments.

Our investment philosophy emphasizes diversification of our portfolio for geographic locations, tenants, industry
group of tenants, and timing of lease expirations. Prior to acquisition we perform an assessment to ensure that our
portfolio is diversified with regard to these criteria to minimize the impact on our portfolio of significant factors
affecting a single geographic area, type of property, tenant, or industry group of tenants. Additionally, we analyze
annual lease expirations in an attempt to minimize the impact on the cash flows from operations of the portfolio
as a whole for properties that may be vacant until re-leased.

We have developed specific standards for determining creditworthiness of tenants of buildings being considered
for acquisition or at the time of signing a new lease at an existing building. Creditworthy tenants of the type we
target are highly valued in the marketplace and, accordingly, competition for acquiring properties with these
creditworthy tenants is intense. As a result, the purchase prices for such properties remain high and capitalization
rates, or the first year rate of return required by an investor, remain low. We remain committed to investing in
quality properties with creditworthy tenants.




Generally, we are responsible for the replacement of specific structural components of a property such as the roof
of the building or the parking lot. However, the majority of our leases include reimbursement provisions that
require the tenant to pay, as additional rent, all or a portion of real estate taxes; sales and use taxes; special
assessments; utilities, insurance, and huilding repairs; and other building operation and management costs. Such
reimbursement provisions ‘mitigate the risks related to rising costs. Upon the expiration of leases at our
properties, our objective is to negotiate leases that contain similar reimbursement provisions; however, the
conditions in each of our markets could dictate different outcomes and may result in less favorable
reimbursement provisions.

Financing Objectives

To date, we have fnanced our acquisitions through a combination of equity raised in public offerings and debt
placed or assumed upon the acquisition of certain properties. We anticipate that the majority of the cost of our
acquisitions will be funded from the proceeds of our ongoing public offering. However, we may fund
acquisitions through existing or future debt arrangements.

Our charter limits our borrowings to 50% of the aggregate cost of all assets owned by us, unless any excess
borrowing is approved by a majority of the conflicts committee of the board of directors and is disclosed 1o our
stockholders in our next quarterly report with an explanation from the conflicts committee of the justification to
exceed this borrowing limit. We intend to maintain amounts outstanding under long-term debt arrangements or
lines of credit so that we will have more funds available for investment in properties, which will allow us to
acquire a more diversified portfolio. However, the percentage of debt financing will depend upon various factors
to be considered in the sole discretion of our board of directors, including but not limited to, our ability to raise
equity proceeds from the sale of our common stock, our ability to pay dividends, the availability of properties
meeting our investment criteria, the availability of debt, and changes in the cost of debt financing.

As of December 31, 2007, we had debt outstanding under variable- and fixed-rate horrowing instruments. Other
than our working capital tine of credit, the interest rates on our variable-rate borrowing instruments have been
effectively fixed through interest rate swap agreements. Our working capital line of credit allows maximum
flexibility with regard to our capital resources. The extent to which we draw on our working capital line of credit
is driven primarily by timing differences between raising capital in our public offerings and identifying and
closing on property acquisitions. We closely monitor interest rates and will continue to consider the sources and
terms of our borrowing facilities to determine whether we have appropriately guarded against the risk of
increasing interest rates in future periods.

Operating Objectives
We will continue to focus on the following key operating factors;

» Raising sufficient amounts of equity capital to acquire a large, diversified portfolio while maintaining a
moderate leverage ratio;

* Investing net offering proceeds in high-quality, income-producing properties that support a market
dividend at a time when the demand for such properties is high;

* Ensuring that we enter into leases at market rents, upon lease expiration or with regard to current or
acquired vacant space at our properties, to receive the maximum returns on our properties as permitted
by the market;

+ Considering appropriate actions for future lease expirations to ensure that we can position properties
appropriately to retain existing tenants or negotiate lease amendments lengthening the term of the lease,
resulting in the receipt of increased rents over the long term as allowed by the market; and

* Controlling operating expenses as a percentage of revenues as we take advantage of economies of scale.
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Conflicts Committee Review of Qur Policies

The Conflicts Committee has reviewed our policies and determined that they are in the best interest of our
stockholders. Set forth below is a discussion of the basis for that determination.

Investment Policies. We focus our investment efforts on the acquisition of high-quality, income-generating
office and industrial properties leased to creditworthy tenants. Although we may acquire other types of real
estate, this focus is preferred because we believe it will best enable us to achieve our goal of preserving investor
capital and generating current income. We also believe that there are sufficient acquisition opportunities that
meet this investment focus, OQur advisor, Wells Capital, has extensive expertise with this type of real estate.

Working Capital Reserves. We do not intend to set aside offering proceeds for working capital purposes.
Setting aside funds for this purpose would decrease the amount we can invest in real estate and hence reduce our
opportunities to earn current income. We believe that debt proceeds and our cash flow from operations will be
sufficient to meet our needs for working capital.

Borrowing Policies. Over the long-term, we have a policy of keeping our debt at no more than 50% of the cost
of our assets (before depreciation) and, ideally, at significantly less than this 350% leverage ratio. This
conservative leverage goal could reduce the amount of current income we can generate for our stockholders, but
it also reduces their risk of loss. We believe that preserving investor capital while generating stable current
income is in the best interest of our stockholders, As of December 31, 2007, our leverage ratio was
approximately 23%.

Policies Regarding Operating Expenses. We have the responsibility of limiting total operating expenses to no
more than the greater of 2% of average invested assets or 25% of net income, as these terms are defined in our
charter. For the four consecutive quarters ending December 31, 2007, total operating expenses represented 1.3%
of average invested assets and 12.2% of net income.

Offering Policies. We are conducting a public offering of up to 300 million shares of common stock at $10 per
share (with discounts available for certain categories of investors). We are also offering shares under our
dividend reinvestment plan. We believe these offerings are in the best interest of our stockholders because they
increase the likelthood that we will be able to acquire a diverse portfolio of income-preducing properties, thereby
reducing risk in our portfolio.

Listing Policy. We believe it is in the best interest of our stockholders for our common shares to remain
unlisted on a national exchange at this time. First, we are in the fundraising and property-acquisition stage of our
life cycle, and remaining unlisted improves our ability to continue to raise new equity and purchase additional
properties so that the real estate portfolio can achieve greater size and diversification. Second, we believe it is
more cost effective to remain unlisted and utilize Wells Capital as our external advisor at the present time than it
would be to internalize all the resources necessary to operate a listed company. Third, our shares are offered as a
long-term investment. We believe that the ability to provide our stockholders with liquidity in the near-term is
outweighed by the longer-term benefits of completing the current offering, allowing the portfolio to mature and
then listing the shares at a price that is anticipated to be higher than the price at which they might trade today.

Employees

The employees of Wells Capital and its affiliate, Wells Management Company, Inc. (“Wells Management”)
perform substantially all of the services related to our asset management, accounting, investor relations, and other
administrative activities. The related expenses are allocated among us and the other programs for which Wells
Capital and Wells Management provide similar services based on time spent on each entity by persennel. We
reimburse Wells Capital and Wells Management for our share of personnel and other costs associated with these
services, excluding the cost of acquisition and disposition services for which we pay Wells Capital a separate fee.
Our allocable share of these administrative reimbursements totaled approximately $8.8 million, $6.0 million, and
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$3.8 million for the years ended December 31, 2007, 2006, and 2005, respectively, and are included in general
and administrative expenses in the accompanying consolidated statements of operations.

Insurance

We believe that our properties are adequately insured.

Competition

As we purchase properties to build our portfolio, we are in competition with other potential buyers for the same
properties, which may result in an increase in the amount we must pay to acquire a property or may require us to
locate another property that meets our investment criteria, Leasing of real estate is also highly competitive in the
current market, and we will experience competition for high quality tenants from owners and managers of
competing projects. As a result, we may have to provide rent concessions, incur charges for tenant
improvements, or offer other inducements to enable us to timely lease vacant space, all of which may have an
adverse impact on our results of operations. At the time we elect to dispose of our properties, we will also be in
competition with sellers of similar properties to locate suitable purchasers,

Economic Dependency

We have engaged Wells Capital and its affiliates, Wells Management and Wells Investment Securities, Inc.
(“WIS™), to provide certain services essential to us, including asset management services, supervision of the
property management and leasing of some of our properties, asset acquisition and disposition services, the sale of
shares of our common stock, as well as other administrative services, including accounting services, stockholder
communications, and investor relations. These agreements are terminable by either party upon 60 days’ written
notice, As a result of these relationships, we are dependent upon Wells Capital, Wells Management, and WIS,

Wells Capital, Wells Management, and WIS are all owned and controlled by Wells Real Estate Funds, Inc.
(“WREF"). The operations of Wells Capital, Wells Management, and WIS represent substantially all of the
business of WREF. Accordingly, we focus on the financial condition of WREF when assessing the financial
condition of Wells Capital, Wells Management, and WIS. In the event that WREF were to become unable to
meet its obligations as they become due, we might be required to find alternative service providers,

Future net income generated by WREF will be largely dependent upon the amount of fees earned by Wells
Capital and Wells Management based on, among other things, the level of investor proceeds raised and the
volume of future acquisitions and dispositions of real estate assets by us and other WREF-sponsored programs,
as well as dividend income earned from equity interests in another REIT. In addition, WREF guarantees
unsecured debt held by another WREF-sponsored product that is in the start-up phase of its operations equal to
approximately $139.7 million as of February 29, 2008. As of December 31, 2007, we believe that WREF is
generating adequate cash flow from operations and has adequate liquidity available in the form of cash on hand
and current receivables necessary to meet its current and future obligations as they become due.

We are also dependent upon the ability of our current tenants to pay their contractual rent amounts as they
become due. The inability of a tenant to pay future rental amounts would have a negative impact on our results of
operations, We are not aware of any reason why our current tenants will not be able to pay their contractual rental
amounts as they become due in all material respects. Situations preventing our tenants from paying contractual
rents could result in a material adverse impact on our results of operations.

Assertion of Legal Actions Against Related-Parties

On March 12, 2007, a stockholder of Piedmont Office Realty Trust, Inc., formerly known as Wells Real Estate
Investment Trust, Inc. {referenced herein as “Piedmont REIT”) filed a putative class action and derivative
complaint, styled Washienaw County Employees’ Retirement System v. Wells Real Estate Investment Trust, Inc.,
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et al., in the United States District Court for the District of Maryland against, among others, Piedmont REIT, our
advisor, certain affiliates of WREF and certain of our officers and directors who formerly served as officers or
directors of Piedmont REIT prior to the closing of the internalization transaction on April 16, 2007. The
complaint alleges, among other things, violations of the federal proxy rules and breaches of fiduciary duty arising
from the Piedmont REIT internalization transaction and the related proxy statement filed with the SEC on
February 26, 2007, as amended. The complaint seeks, among other things, unspecified monetary damages and
nullification of the Piedmont REIT internalization transaction. On April 9, 2007, the District Court denied the
plaintiff’s motion for an order enjoining the internalization transaction. On April 17, 2007, the Count granted the
defendants’ motion to transfer venue to the United States District Court for the Northern District of Georgia, and
the case was docketed in the Northern District of Georgia on April 24, 2007. On June 7, 2007, the court granted a
maotion to designate the class lead plaintiff and class co-lead counsel. On June 27, 2007, the plaintiff filed an
amended complaint, which attempts to assert class action claims on behalf of those persons who received and
were entitled to vote on the Piedmont REIT proxy statement filed with the SEC on February 26, 2007 and
derivative claims on behalf of Piedmont REIT. On July 9, 2007, the court denied the plaintiff’s motion for
expedited discovery related to an anticipated motion for a preliminary injunction. On August 13, 2007, the
defendants filed a motion to dismiss the amended complaint. The motion to dismiss has been fully briefed and is
currently pending before the court. Our advisor and officers and directors who are named in the complaint intend
to vigorously defend this action. Any financial loss incurred by Wells Capital, Wells Management, or their
affiliates could hinder their ability to successfully manage our operations and our portfolio of investments.

On August 24, 2007, two stockholders of Piedmont REIT filed a derivative complaint styled Donald and Donna
Goldstein, Derivatively on behalf of Defendant Wells Real Estate Investment Trust, Inc. v. Leo F. Wells, I, et al., in
the Superior Court of Fulton County, Georgia, on behalf of Piedmont REIT against, among others, our advisor,
certain affiliates of WREF and certain of our officers and directors who formerly served as officers and directors of
Piedmont REIT prior to the closing of the Piedmont REIT internalization transaction on Apnl 16, 2007. The
complaint alleges, among other things, that the consideration paid by Piedmont REIT as part of the internalization
transaction was excessive; that the defendants breached their fiduciary duties to Piedmont REIT; and that the
internalization transaction unjustly enriched the defendants. The complaint seeks, among other things, a judgment
declaring that the defendants have committed breaches of their fiduciary duties and were unjustly enriched at the
expense of Piedmont REIT; monetary damages equal to the amount by which Piedmont REIT has been damaged by
the defendants; an order awarding Piedmont REIT restitution from the defendants and ordering disgorgement of all
profits and benefits obtained by the defendants from their wrongful conduct and fiduciary breaches; an order
rescinding the internalization transaction: and the establishment of a constructive trust upen any benefits improperly
received by the defendants as a result of their wrongful conduct. On October 19, 2007, the court verbally granted the
defendants’ motion for a protective order {and entered a written order on October 24) staying discovery until the
court rules on the defendants’ motion to dismiss the complaint. On October 31, 2007, the defendants filed their
motion to dismiss the plaintiffs’ derivative complaint. On December 19, 2007, the Court entered an order allowing
the plaintiffs 1o take limited written discovery on the issue of derivative demand, but the discovery stay entered in
October 2007 otherwise remains in effect. The defendants responded to the limited discovery requested by the
plaintiffs, On January 10, 2008, the plaintiffs filed an amended complaint, which contains substantially the same
counts against the same defendants as the original complaint with certain additional factual allegations based
primarily on events occurring after the original comptaint was filed. In addition, the plaintiffs have responded to the
defendants’ motion to dismiss this lawsuit. A hearing on the motion to dismiss was held on February 22, 2008, and
on March 13, 2008, the court granted the motion io dismiss.

Web Site Address

Access to copies of each of our annual reports on Form 10-K, quarterly reports on Form 10-Q, current reports on
Form 8-K, proxy statements and other filings with the Securities and Exchange Commission (“SEC”), including
amendments to such filings, may be obtained free of charge from the following Web site,
hitp:./rwww.wellsreitt.com, through a link to the hup:/Awvww.sec.gov Web site. These filings are available
promptly after we file them wiih, or furnish them to, the SEC.
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ITEM 1A.RISK FACTORS

Below are some of the risks and uncertainties that could cause our actual results to differ materially from those
presented in our forward-looking statements. The risks and uncertainties described betow are not the only ones
we face but do represent those risks and uncertainties that we believe are material to our business, operating
results, prospects, and financial condition. Additional risks and uncertainties not presently known to us or that we
currently deem immaterial may also harm our business.

General Risks Related to Investments in Real Estate

Economic and regulatory changes that impact the real estate market generally may cause our operating results
to suffer and decrease the value of our real estate properties.

Our operating results will be subject to risks generally incident to the ownership of real estate, including:
« changes in general or local economic conditions;
« changes in supply of or demand for similar or competing properties in an area;

* changes in interest rates and availability of permanent mortgage funds, which may render the sale of a
property difficult or unattractive;

* changes in tax, real estate, environmental and zoning laws; and

» periods of high interest rates and tight money supply.

These and other reasons may prevent us from being profitable or from realizing growth or maintaining the value
of our real estate properties.

The current market for high-qualiry office properties remains extremely competitive and if we are unable to find
suitable investments or pay too much for properties, we may not be able to achieve our investment objectives and
the returns on our investments will be lower than they otherwise would be.

The current market for high-quality office properties remains extremely competitive. We are competing for these
real estate investments with other REITs, real estate limited partnerships, pension funds and their advisors, bank
and insurance company investment accounts, individuals, and other entities. Many of our competitors have
greater financial resources, and a greater ability to borrow funds to acquire properties, than we do. The greater
the number of entities and resources competing for high-quality office properties, the higher the acquisition
prices of these properties will be, which could reduce our profitability and our ability to pay dividends. We
cannot be sure that Wells Capital will be successful in obtaining suitable investments on financially atiractive
terms or that, if Wells Capital makes investments on our behalf, our objectives will be achieved. The more
money we raise in our ongoing public offering, the greater our challenge will be to invest all of the net proceeds
of that offering on attractive terms. '

Properties that have significant vacancies could be difficult to sell, which could diminish our return on those
properties.

Although our portfolio currently has a low vacancy rate, a property may incur vacancies either by the continued
default of tenants under their leases or the expiration of tenant leases. If significant vacancies occur and continue
for a long period of time, we may suffer reduced revenues resulting in less cash available to distribute to
stockholders. In addition, because properties’ market values depend principally upon the value of the properties’
leases, the resale value of properties with high or prolonged vacancies could suffer, which could further reduce
the return to our stockholders.




We depend on tenants for our revenue. Accordingly, lease defaults or terminations could reduce our net income
and limit our ability to make distributions to our stockholders.

The success of our investments matertally depends on the financial stability of our tenants. A default or
termination by a significant tenant on its lease payments to us would cause us to lose the revenue associated with
such lease and require us to find an alternative source of revenue to meet mortgage payments and prevent a
foreclosure if the property is subject to a mortgage. In the event of a tenant default or bankruptcy, we may
experience delays in enforeing our rights as landlord and may incur substantial costs in protecting our investment
and re-letting our property. If a tenant defaults on or terminates a significant lease, we may be unable to lease the
property for the rent previously received or sell the property without incurring & loss. These events could cause
us to reduce the amount of distributions to stockholders.

Our inability to sell @ property when we plan to do so could limit our ability to pay cash distributions to our
stockholders,

General economic conditions, availability of financing, interest rates, and other factors, including supply and
demand, all of which are beyond our control, affect the real estate market. We may be unable to seil a property
for the price, on the terms, or within the time frame that we desire. That inability could reduce our cash flow and
cause our results of operations to suffer, limiting our ability to make distributions,

Uninsured losses relating to real property or excessively expensive premiums for insurance coverage could
reduce our net income.

There are types of losses, generally catastrophic in nature, such as losses due to wars, acts of terrorism,
earthquakes, floods, hurricanes, pollution, or environmental matters, that are uninsurable or not economically
insurable, or may be insured subject to limitations, such as large deductibles or co-payments. Insurance risks
associated with potential terrorist acts could sharply increase the premiums we pay for coverage against property
and casualty claims. Additionally, mortgage lenders in some cases have begun to insist that commercial property
owners purchase coverage against terrorism as a condition of providing mortgage loans. Such insurance policies
may not be available at a reasonable cost, if at all, which could inhibit cur ability to finance or refinance our
properties. In such instances, we may be required to provide other financial support, either through financial
assurances or self-insurance, to cover potential losses. We may not have adequate coverage for such losses. 1f
any of our properties incur a casualty loss that is not fully insured, the value of that asset will be reduced by such
uninsured loss. In addition, other than reserves that we may establish, or our existing line of credit, we do not
have sources specifically designated for funding repairs or reconstruction of any uninsured damaged property.
Also, to the extent we must pay unexpectedly large amounts for insurance, we could suffer reduced earnings that
would result in lower distributions to stockhotders.

Our operating results may suffer because of potential development and construction delays and resultant
increased costs and risks.

We may acquire and develop properties, including unimproved real properties, upon which we will construct
improvements. We will be subject to uncertainties associated with re-zoning for development, environmental
concerns of governmental entities and/or community groups, and our builders’ ability to build in conformity with
plans, specifications, budgeted costs, and timetables. If a builder fails to perform, we may resort 1o legal action to
rescind the purchase or the construction contract or to compel performance. A builder’s performance may also be
affected or delayed by conditions beyond the builder’s control. Delays in completing construction could also give
tenants the right to terminate preconstruction leases. We may incur additional risks when we make periodic
progress payments or other advances to builders before they complete construction. These and other factors can
result in increased costs of a project or loss of our investment. In addition, we will be subject to normal lease-up
risks relating to newly constructed projects. We also must rely on rental income and expense projections and
estimates of the fair market value of property upon completion of construction when agreeing upon a purchase
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price at the time we acquire the property. If our projections are inaccurate, we may pay too much for a property,
and our return on our investment could suffer.

Actions of our joint venture partners could reduce the returns on.our joint venture investments.

We have entered into joint ventures with third parties to acquire, develop, or improve properties and will likely
acquire additional properties through joint venture arrangements. Such investments may involve risks not
otherwise present with other methods of investment in real estate, including, for example:

* the possibility that our co-venturer in an investment might become bankrupt;

» that such co-venturer may at any time have economic or business interests or goals that are or that
become inconsistent with our business interests or goals; or

» that such co-venturer may be in a position to take action contrary to our instructions or requests or
contrary to our policies or objectives.

Any of the above might subject a property to liabilities in excess of those contemplated and thus reduce the
returns {o our investors.

Costs of complying with governmental laws and regulations may reduce our net income and the cash available
Jor distributions to our stockholders.

All real property and the operations conducted on real property are subject to federal, state, and local laws and
regulations relating to environmental protection and human health and safety. Some of these laws and regulations
may impose joint and several liability on tenants, owners, or operators for the costs to investigate or remediate
contaminated properties, regardless of fault or whether the acts causing the contamination were legal. In addition,
the presence of hazardous substances, or the failure to properly remediate these substances, may hinder our
ability to sell or rent such property or pledge it as collateral for future borrowings.

Compliance with new laws or regulations or stricter interpretation of existing laws may require vs to incur
material expenditures. Future laws, ordinances, or regulations may impose material environmental liability.
Additionally, our tenants’ operations, the existing condition of land when we buy it, operations in the vicinity of
our properties, such as the presence of underground storage tanks, or activities of unrelated third parties may
affect our properties. In addition, there are various local, state, and federal fire, health, life-safety and similar
regulations with which we may be required to comply, and which may subject us to liability in the form of fines
or damages for noncompliance. Any material expenditures, fines, or damages we must pay will reduce our cash
flow and ability to make distributions.

Discovery of previously undetected environmentally hazardous conditions may decrease our revenues and limit
our ability to make distributions.

Under various federal, slaté, and local environmental laws, ordinances, and regulations, a current or previous real
property owner or operator may be liable for the cost to remove or remediate hazardous or toxic substances on,
under, or in such property, These costs could be substantial. Such laws often impose liability whether or not the
owner or operator knew of, or was responsible for, the presence of such hazardous or toxic substances.
Environmental laws also may impose restrictions on the manner in which property may be used or businesses
may be operated, and these restrictions may require substantial expenditures or prevent us from entering into
leases with prospective tenants that may be impacted by such laws. Environmental laws provide for sanctions for
noncompliance and may be enforced by governmental agencies or, in certain circumstances, by private parties.
Certain environmental laws and common law principles could be used to impose liability for release of and
exposure to hazardous substances, including asbestos-containing materials, Third parties may seek recovery from
real property owners or operators for personal injury or property damage associated with exposure to released
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hazardous substances. The cost of defending against claims of liability, of complying with environmental
regulatory requirements, of remediating any contaminated property, or of paying personal injury claims could
reduce the amounts available for distribution to our stockholders.

If we sell properties and provide financing to purchasers, defaults by the purchasers would decrease our cash
flows and limit our ability to make distributions.

In some instances we may sell our properties by providing financing to purchasers. When we provide financing
to purchasers. we will bear the risk that the purchaser may default, which could negatively impact our cash
dividends to stockholders. Even in the absence of a purchaser default, the distnibution of the proceeds of sales to
our stockholders, or the reinvestment of proceeds in other assets, will be delayed until the promissory notes or
other property we may accept upon a sale are actually paid, sold, refinanced, or otherwise disposed of.

Risks Related to an Investment in Us

There is no public trading market for our shares; therefore, it will be difficult for our stockholders to sell their
shares.

There is no current public market for our shares and we currently have no plans to list our shares on a national
securities exchange. Stockholders may not sell their shares unless the purchaser meets the applicable suitability
and minimum purchase requirements. Our charter also prohibits the ownership of more than 9.8% of our stock,
unless exempted by our board of directors, which may inhibit large investors from desiring to purchase our
shares. Moreover, our share redemption program includes numerous restrictions that limit a stockholder’s ability
to sell his or her shares to us, and our board of directors may amend, suspend or terminate our share redemption
program upon 30 days' notice, with the exception of amendments that would materially adversely affect the
rights of redeeming heirs. Therefore, it will be difficult for our stockholders to sell their shares promptly or at all.
If a stockholder is able to sell his or her shares, it would likely be at a substantial discount to the public offering
price. It is also likely that our shares would not be accepted as the primary collateral for a loan. Investors should
only purchase our shares as a long-term investment because of the illiquid nature of our shares.

We mav be unable to pav or maintain cash distributions or increase distributions over time, and, until we have
invested the proceeds of our ongoing public offering and our properties are generating sufficient cash flow, we
may have difficulty funding our distributions solely from cash flow from operations, which could reduce the funds
we have available for investment and the return to our investors,

There are many factors that can affect the availability and timing of distributions to stockholders. In the future we
expect to fund distributions principally from cash flow from operations; however, while we are in our offering
stage and until our properties are generating sufficient cash flow, we may fund our distributions from borrowings
or even the net proceeds from our ongoing public offering. If we fund distributions from financings or the net
proceeds from our public offering, we will have less funds available for the acquisition of properties, and the
overall return to our investors may be reduced. We can give no assurance that we will be able to pay or maintain
cash distributions or increase distributions over time.

Our charter limits the number of shares a person may own, which may discourage a takeover that could
otherwise result in a premium price to our stockholders. ’

Our charter, with certain exceptions, authorizes our directors to take such actions as are necessary and desirable
to preserve our qualification as a REIT. Unless exempted by our board of directors, no person may own more
than 9.8% of our outstanding common stock. This restriction may have the effect of delaying, deferring or
preventing a change in control, including an extraordinary transaction (such as a merger, tender offer, or sale of
all or substantially all of our assets) that might provide a premium price for holders of our common stock.
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Our charter permits our board of directors to issue stock with terms that may subordinate the rights of our
common stockholders or discourage a third party from acquiring us in a manner that could result in a premium
price to our stockholders.

Our board of directors may classify or reclassify any unissued common stock or preferred stock and establish the
preferences, conversion or other rights, voting powers, restrictions, limitations as to dividends and other
distributions, qualifications, and terms or conditions of redemption of any such stock. Thus, our board of
directors could authorize the issuance of preferred stock with terms and conditions that could have priority as to
distributions and amounts payable upon liquidation over the rights of the holders of our common stock. Such
preferred stock could also have the effect of delaying, deferring, or preventing a change in controt of us,
including an extraordinary transaction (such as a merger, tender offer or sale of all or substantially all of our
assets) that might provide a premium price to holders of our common stock.

Our stockholders have limited control over changes in our policies and operations, which increases the
uncertainty and risks they face.

Our board of directors determines our major policies, including our policies regarding financing, growth, debt
capitatization, REIT qualification and distributions. Our board of directors may amend or revise these and other
policies without a vote of the stockholders. Under Maryland General Corporation Law and our charter, our
stockholders have a right to vote only on limited matters. Our board’s broad discretion in setting policies and our
stockholders’ inability to exert control over those policies increases the uncertainty and risks they face.

Our investors may be more likely to sustain a loss on their investment because our sponsors do not have as
strong an economic incentive to avoid losses as do promoters who have made significant equity investments in
their company.

As of February 29, 2008, our sponsors had only invested approximately $1.4 million in us, primarily by our
advisor purchasing 20,000 units of limited partnership interest in our operating partnership for $10.00 per unit
before our initial public offering and by our three officers purchasing shares of common stock for $9.05 per share
in our initial public offering. Therefore, if we are successful in raising enough proceeds from our ongoing public
offering to be able to reimburse our promoters for the significant organization and offering expenses of that
offering, our promoters have little exposure to loss, especially if our shares are worth more than $9.05 per share
upon the disposition of our properties. Without this exposure, our investors may be at a greater risk of loss
because our promoters do not have as much to lose from a decrease in the value of our shares as do those
promoters who make more significant equity investments in their companies.

If the fiduciary of an employee pension benefit plan subject 1o ERISA {(such as a profit-sharing, Section 401{k), or
pension plan) or any other retirement plan or account fails to meet the fiduciary and other standards under
ERISA or the Internal Revenue Code as a result of an investment in our stock, the fiduciary could be subject to
criminal and civil penalties.

There are special considerations that apply to pension, profit-sharing trusts, or IRAs investing in shares.
Fiduciaries investing the assets of a pension, profit-sharing, 401(k), Keogh, or other qualified retirement plan or
the assets of an IRA in our common stock should satisfy themselves that: ‘

« the investment is consistent with their fiduciary obligations under ERISA and the Internal Revenue
Code;

» the investment is made in accordance with the documents and instruments governing the plan or IRA,
including the plan’s investment policy;

» the investment satisfies the prudence and diversification requirements of Sections 404(a)(1)}(B) and
404(2)(1)(C) of ERISA and other applicable provisions of ERISA and the Internal Revenue Code;




« the investment will not impair the liquidity of the plan or IRA;
» the investment will not produce “unrelated business taxable income” for the plan or IRA;

» they will be able to value the assets of the plan annually in accordance with ERISA requirements and
applicable provisions of the plan or IRA; and

» the investment will not constitute a prohibited transaction under Section 406 of ERISA or Section 4975
of the Internal Revenue Code.

Failure to satisfy the fiduciary standards of conduct and other applicable requirements of ERISA and the Internal
Revenue Code may result in the imposition of civil and criminal penalties, and can subject the fiduciary to
equitable remedies. In addition, if an investment in our shares constitutes a prohibited transaction under ERISA
or the Internal Revenue Code, the fiduciary who authorized or directed the investment may be subject to the
imposition of excise taxes with respect to the amount invested.

Risks Related to Our Corporate Structure

Our loss of or inability to obtain the services of key personnel could delay or hinder the implementation of our
investment strategies, which could limit our ability to make distributions.

Our success depends to a significant degree upon the contributions of Leo F. Wells, 11§, Douglas P. Williams, and
Randall D. Fretz, each of whom would be difficult to replace. We do not have employment agreements with
Messrs. Wells, Williams, or Fretz, nor do Wells Capital or its affiliates, and we cannot guarantee that such
persons will remain affiliated with us, Wells Capital, or its affiliates. If any of these key personnel were to cease
their affiliation with us, Wells Capital, or its affiliates, we may be unable to find suitable replacement personnel,
and our operating results could suffer as a result. We do not intend to maintain key person life insurance on any
person. We believe that our future success depends, in large part, upon our advisor’s and our property managers’
ability to hire and retain highly skilled managerial, operational, and marketing personnel. Competition for such
personnel is intense, and our advisor and any property managers we retain may be unsuccessful in attracting and
retaining such skilled personnel. Further, we have established and intend to establish strategic relationships with
firms that have special expertise in certain services or as to real properties in ceriain geographic regions.
Maintaining such relationships will be important for us to effectively compete with other investors for properties
in such regions. We may be unsuccessful in attracting and retaining such relationships. If we lose or are unable to
obtain the services of highly skilled personnel or do not establish or maintain appropriate strategic relationships,
our ability to implement our investment strategies could be delayed or hindered.,

Our operating performance could suffer if Wells Capital or its affiliates incur significant losses, including those
losses that may result from being the general partner of other entities or the guarantor of debt held by other
entities.

We are dependent on Wells Capital and its affiliates to select investments and conduct our operations. Thus,
adverse changes to our relationship with or the financial health of Wells Capital and its affiliates, including
changes arising from litigation or as a result of having to perform under guarantees, could hinder their ability to
successfully manage our operations and our portfolio of investments, WREF, the sole stockholder of Wells
Capital, currently guarantees unsecured debt held by Wells Timberland REIT Inc., a WREF-sponsored product
that is in the start-up phase of its operations, equal to approximately $139.7 million as of February 29, 2008.

In addition, as a general partner to many WREF-sponsored programs, Wells Capital may have contingent
liability for the obligations of such partnerships. Enforcement of such obligations against Wells Capital could
result in a substantial reduction of its net worth. If such liabilities affected the level of services that Wells Capital
or its affiliates could provide, our operations and financial performance could suffer.
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Payment of compensation to Wells Capital and its affiliates will reduce cash available for investment and
distribution, and increases the risk that you will not be able to recover the amount of your investment in our
shares.

Wells Capital and its affiliates will perform services for us in connection with the offer and sale of our shares. the
selection and acquisition of our investments, the management and leasing of our properties, and the
administration of our other investments. We will pay them substantial up-front fees for some of these services,
which will result in immediate dilution to the value of your investment and will reduce the amount of cash
available for investment in properties or distribution to stockholders. Largely as a result of these substantial fees,
we expect that for each share sold in our currently ongoing primary offering of up to 300.0 million shares of
common stock, no more than $8.71 per share (and possibly as low as $8.65 per share) will be available for the
purchase of real estate, depending primarily upon the number of shares we sell. ‘

We will also pay significant fees to Wells. Capital and its affiliates during our operational stage. Those fees
include obligations to reimburse Wells Capital and its affiliates for expenses they incur in connection with their
providing services to us, including certain personnel services.

We may atso pay significant fees during our listing/liquidation stage. Although most of the fees payable during
our listing/liquidation stage are contingent on our investors first enjoying agreed-upon investment returns,
affiliates of Wells Capital could also receive significant payments even without our reaching the investment
return thresholds should we seek to become self-managed. Due to the public market’s preference for self-
managed companies, a decision to list our shares on a national securities exchange might well be preceded by a
decision to become self-managed. And given our advisor’s familiarity with our assets and operations, we might
prefer to become self-managed by acquiring entities affiliasted with our advisor. Such an internalization
transaction could result in significant payments to affiliates of our advisor irrespective of whether investors
enjoyed the returns on which we have conditioned other incentive compensation. '

These fees and other potential payments increase the risk that the amount available for distribution to common
stockholders upon a liquidation of our portfolio would be less than the purchase price of the shares in this
offering. Substantial consideration paid to our advisor and its affiliates also increases the risk that investors will
not be able to resell their shares at a profit, even if our shares are listed on a national securities exchange.

If we are unable to fund the future capital needs of our properties, cash distributions to our stockholders and the
value of our investments could decline.

When tenants do not renew their leases or otherwise vacate their space, we will ofien need to expend substantial
funds for tenant improvements to the vacated space in order to attract replacement tenants. In addition, although
we expect that our leases with tenants will require tenants to pay routine property maintenance costs, we wiil
likely be responsible for any major structural repairs, such as repairs to the foundation, exterior walls, and
rooftops.

If we need significant capital in the future to improve or maintain our properties or for any other reason, we will
have to obtain financing from sources such as cash flow from operations, borrowings, property sales, or future
equity offerings. These sources of funding may not be available on attractive terms or at all. If we cannot procure
the necessary funding for capital improvements, our investments may generate lower cash flows or decline in
value, or both, which would limit our ability to make distributions to our stockholders.

Our rights and the rights of our stockholders to recover claims against our independent directors are limited,
which could reduce our recovery and our stockholders’ recovery against them if they negligently cause us 1o
incur losses.

Maryland law provides that a director has no liability in that capacity if he performs his duties in good faith, in a
manner he reasonably believes to be in our best interests, and with the care that an ordinarily prudent person in a
like position would use under similar circumstances. Our charter provides that no independent director shall be
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liable to us or our stockholders for monetary damages and that we will generally indemnify them for losses
unless they are grossly negligent or engage in willful misconduct. As a result, we and our stockholders may have
more limited rights against our independent directors than might otherwise exist under common taw, which could
reduce our and our stockholders’ recovery from these persons if they act in a negligent manner. In addition, we
may be obligated to fund the defense costs incurred by our independent directors (as well as by our other
directors, officers, employees, and agents) in some cases.

Federal Income Tax Risks
Failure to qualify as a REIT would reduce our net income and cash available for distributions.

Our qualification as a REIT depends upon our ability to meet requirements regarding our organization and
ownership, distributions of our income, the nature and diversification of our income and assets, and other tests
imposed by the Internal Revenue Code. If we fail to qualify as a REIT for any taxable year, we will be subject to
federal income tax on our taxable income at corporate rates and/or penalties. In addition, we would generally be
disqualified from treatment as a REIT for the four taxable years following the year of losing our REIT status.,
Losing our REIT status would reduce our net earnings available for investment or distribution to stockholders
because of the additiona! tax liability. In addition, distributions to stockholders would no longer qualify for the
dividends-paid deduction, and we would no longer be required to make distributions, If this occurs, we might be
required to borrow funds or liquidate some investments in order to pay the applicable tax,

Recharacterization of sale-leaseback transactions may cause us to lose our REIT status, which would reduce the
return to our stockholders.

We may purchase properties and lease them back to the sellers of such properties. While we will use our best
efforts to structure any such sale-leaseback transaction such that the lease will be characterized as a “true lease,”
thereby allowing us 10 be ireated as the owner of the property for federal income tax purposes, we can give no
assurance that the Internal Revenue Service will not challenge such characterization. In the event that any such
sale-leaseback transaction is challenged and recharacterized as a financing transaction or loan for federal income
tax purposes, deductions for depreciation and cost recovery relating to such property would be disallowed. If a
sale-leaseback transaction were so recharacterized, we might fail to satisfy the REIT qualification asset tests or
income tests and, consequently, lose our REIT status. Alternatively, the amount of our REIT taxable income
could be recalculated, which might also cause us to fail to meet the distribution requirement for a taxable year.

Stockholders may have current tax liability on distributions they elect to reinvest in our common stock.

Panticipants in our dividend reinvestment plan will be deemed to have received, and for income tax purposes will
be taxed on, the amount reinvested in shares of our common stock to the extent the amount reinvested was not a
tax-free return of capital. In addition, pacticipants will be treated for tax purposes as having received an
additional distribution to the extent the shares are purchased at a discount to fair market value. As a result, and
except with respect to tax-exempt entities, participants in our dividend reinvestment plan may have to use funds
from other sources to pay the tax liability on the value of the shares of common stock they receive,

Even if we qualify as a REIT for federal income tax purposes, we may be subject to other tax liabilities that
reduce our cash flow and our ability to make distributions to our stockholders.

Even if we remain qualified as a REIT. for federal income tax purposes, we may be subject to some federal, state,
and local taxes on our income or property. For example:

* In order to qualify as a REIT, we must distribute annually at least 90% of our REIT taxable income to
our stockholders (which is determined without regard to the dividends-paid deduction or net capital
gain). To the extent that we satisfy the distribution requirement but distribute less than 100% of our
REIT taxable income, we will be subject to federal corporate income tax on the undistributed income,
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«  We will be subject to a 4% nondeductible excise tax on the amount, if any, by which distributions we
pay in any calendar year are less than the sum of 85% of our ordinary income, 95% of our capital gain
net income, and 100% of our undistributed income from prior years.

» If we have net income from the sale of foreclosure property that we hold primarily for sale to customers
int the ordinary course of business or other non-qualifying income from foreclosure property, we must
pay a tax on that income at the highest corporate income tax rate.

« If we sell a property, other than foreclosure property, that we hold primarily for sale to customers in the
ordinary course of business, our gain would be subject to the 100% “prohibited transaction’ tax.

«  We may perform additional non-customary services for tenants of our buildings through our taxable
REIT subsidiary, including rea! estate or non-real estate related services; however, any earnings related
to such services are subject to federal and state income taxes.

To maintain our REIT status, we may be forced to borrow funds during unfaverable market conditions to make
distributions to our stockholders, which could increase our operating costs and decrease the value of an
investment in us.

To qualify as a REIT, we must distribute to our stockholders each year 90% of our REIT taxable income {which
is determined without regard to the dividends-paid deduction or net capital gain). At times, we may not have
sufficient funds to satisfy these distribution requirements and may need to borrow funds to maintain our REIT
status and avoid the payment of income and excise taxes. These borrowing needs could result from (i) differences
in timing between the actual receipt of cash and inclusion of income for federal income tax purposes; (i) the
effect of non-deductible capita) expenditures; (iii} the creation of reserves; or (iv) required debt or amortization
payments. We may need to borrow funds at times when market conditions are unfavorable. Such borrowings
could increase our costs and reduce the value of our common stock.

To maintain our REIT status, we may be forced to forego otherwise attractive opportunities, which could delay
or hinder our ability to meet our investment objectives and lower the return to our stockholders.

To qualify as a REIT, we must satisfy tests on an ongoing basis concerning, among other things, the sources of
our income, the nature of our assets, and the amounts we distribute to our stockholders. We may be required to
make distributions to stockholders at times when it would be more advantageous to reinvest cash in our business
or when we do not have funds readily available for distribution. Compliance with the REIT requirements may
hinder our ability to operate solely on the basis of maximizing profits.

Because of the ownership structure of our hotel property, we face potential adverse effects from changes to the
applicable tax laws.

We own one hotel property. However, under the Internal Revenue Code, REITs are not allowed to operate hotels
directly or indirectly. Accordingly, we lease our hotel property to our taxable REIT subsidiary, or TRS. As
lessor, we are entitled to a percentage of the gross receipts from the operation of the hotel property. Marriott
Hotel Services, Inc. manages the hotel under the Marriou® name pursuant to a management contract with the
TRS as lessee. While the TRS structure allows the economic benefits of ownership to flow to us, the TRS is
subject to tax on its income from the operations of the hotel at the federal and state level. In addition, the TRS is
subject to detailed tax regulations that affect how it may be capitalized and operated. If the tax laws applicable to
our TRS are changed, we may be forced to modify the structure for owning our hotel property or sell our hotel
property, which may adversely affect our cash flows. In addition, the Internal Revenue Service, the United States
Treasury Department, and Congress frequently review federal income tax legislation, and we cannot predict
whether, when, or to what extent new federal tax laws, regulations, interpretations, or rulings will be adopted.
Any of such actions may prospectively or retroactively modify the tax treatment of the TRS and, therefore, may
adversely affect our after-tax returns from our hotel property.
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Foreign currency gains may threaten our REIT status, and foreign currency losses may reduce the income
received from our foreign investmenis.

Foreign currency gains that we derive from certain of our investments will be treated as qualifying income for
purposes of the REIT income tests if such gains are derived with respect to underlying income that itself qualifies
for purposes of the REIT income tests, such as interest on loans that are secured by mortgages on real property.
Other foreign currency gains, however, will be treated as income that does not qualify under the 95% or 75%
gross income tests, unless certain technical requirements are met. No assurance can be given that these technical
requirements will be met in the case of any foreign currency gains that we recognize directly or through pass-
through subsidiaries, or that those technical requirements will not adversely affect our ability to satisfy the REIT
qualification requirements. Although we may hedge our foreign currency risk subject to the REIT income
qualification tests, we may not be able to do so successfully and may incur losses on these investments as a result
of exchange rate fluctuations.

Foreign taxes we incur will not be creditable to or otherwise pass through to our shareholders.

Taxes that we pay in foreign jurisdictions may not be passed through to, or be used by our stockholders as a
foreign tax credit or otherwise.

Legislative or regulatory action could adversely affect investors.

In recent years, numerous legislative, judicial, and administrative changes have been made in the provisions of
federal and state income tax laws applicable to investments similar to an investment in shares of Wells REIT IL
Additional changes to tax laws are likely to continue to occur in the future, and we cannot assure you that any
such changes will not adversely affect the taxation of our stockholders. Any such changes could have an adverse
effect on an investment in shares or on the market value or the resale potential of our properties. You are urged to
consult with your own tax advisor with respect to the impact of recent legislation on your ownership of shares
and the status of legislative, regulatory, or administrative developments and proposals and their potential effect
on ownership of shares.

Risks Associated with Debt Financing

We have incurred and are likely to continue to incur morigage and other indebtedness, which may increase our
business risks.

As of February 29, 2008, we had total outstanding indebtedness of $923.4 million, which consisted of
$5.0 million outstanding under a fixed-rate line of credit, $100.0 million outstanding under an unsecured
variable-rate term loan, and $818.4 million outstanding under mortgage loans with fixed interest rates, or with
interest rates that are effectively fixed when considered in connection with an interest rate swap agreement. We
are likely to incur additional indebtedness to acquire properties, to fund property improvements and other capital
expenditures, to redeem shares under our share redemption program, to pay our dividends, and for other
purposes.

Significant borrowings by us increase the risks of an investment in us. If there is a shortfall between the cash
flow from properties and the cash flow needed to service our indebtedness, then the amount available for
distributions to stockholders may be reduced. In addition, incurring mortgage debt increases the risk of loss since
defaults on indebtedness secured by a property may result in lenders initiating foreclosure actions, In that case,
we could lose the property securing the loan that is in default. For tax purposes, a foreclosure of any of our
properties would be treated as a sale of the property for a purchase price equal to the outstanding balance of the
debt secured by the mortgage. If the outstanding balance of the debt secured by the mortgage exceeds our tax
basis in the property, we would recognize taxable income on foreclosure, but we would not receive any cash
proceeds. We may give full or partial guarantees to lenders of mortgage debt on behalf of the entities that own
our properties, When we give a guaranty on behalf of an entity that owns one of our properties, we will be
responsible to the lender for satisfaction of the debt if it is not paid by such entity.
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If any mortgages or other indebtedness contain cross-collateralization or cross-default provisions, a default on a
single loan could affect multiple properties. Our Wachovia line of credit facility includes a cross-default
provision that provides that a payment default under any recourse obligation of $10 million or more or any
non-recourse obligation of $20 million or more by us, Wells OP II, or any of our subsidiaries constitutes a default
under the credit facility. If any of our properties are foreclosed on due to a default, our ability to pay cash
distributions to our stockholders will be limited.

High morigage interest rates may make it difficult for us 1o finance or refinance properties, which could reduce
the number of properties we can acquire, our net income, and the amount of cash distributions we can make.

If mortgage debt is unavailable at reasonable interest rates, we may not be able to finance the purchase of
properties. If we place mortgage debt on properties, we run the risk of being unable to refinance the properties
when the loans become due, or of being unable to refinance on favorable terms. If interest rates are higher when
we refinance the properties, our income could be reduced. If any of these events occur, our cash flow would be
reduced. This, in turn, would reduce cash available for distribution to our stockholders and may hinder our ability
to raise more capital by issuing more stock or by borrowing more money.

Lenders may reqguire us 1o enter into restrictive covenanis relating to our operations, which could limit our
ability to make distributions to our stockholders.

When providing financing, a lender may impose restrictions on us that affect our distribution and operating
policies and our ability to incur additional debt. Loan documents we enter into may contain covenants that limit
our ability to further mortgage the property, discontinue insurance coverage, or replace Wells Capital as our
advisor. These or other limitations may limit our flexibility and our ability to achieve our operating plans.

Increases in interest rates could increase the amount of our debt payments and limit our ability to pay dividends
to our stockholders.

As of February 29, 2008, we had $923.4 million of indebtedness, including $100.0 million of variable-rate debt,
not effectively fixed when considered in connection with an interest rate swap. We expect that we will incur
additional indebtedness in the future. Increases in interest rates will increase our interest costs, which would
reduce our cash flows and our ability to pay dividends. In addition, if we need to repay existing debt during
periods of higher interest rates, we might sell one or more of our investments in order to repay the debt, which
sale at that time might not permit realization of the maximum return on such investments.

High debt levels could hinder our ability to make distributions and could decrease the value of an investment in
HS.

Our policies do not limit us from incurring additional debt until debt would exceed 50% of the cost of our assets,
though we may exceed this limit under some circumstances. High debt levels would cause us to incur higher
interest charges, would result in higher debt service payments, and could be accompanied by restrictive
covenants. These factors could limit the amount of cash we have available to distribute and could result in a
decline in the value of an investment in us, '

Risks Related to Conflicts of Interest

Wells Capital and possibly Wells Management will fuce conflicts of interest relating to the purchase and leasing of
properties, and such conflicts may not be resolved in our favor, i.e., our advisor may offer us less antractive
investment opportunities or we may lease 10 less attractive tenants, lowering the overall return to our stockholders.

We rely on Wells Capital to identify suitable investment opportunities. Other WREF-sponsored programs also
rely on Wells Capital for investment opportunities. Many investment opportunities would be suitable for us as
well as other WREF-sponsored programs. If Wells Capital directs an investment opportunity to a WREF-
sponsored program, it is to offer the investment opportunity to the program for which the opportunity, in the
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discretion of Wells Capital, is most suitable. Likewise, we rely on Wells Management to attract and retain
creditworthy tenants for some of our properties. Other WREF-sponsored programs rely on Wells Management
for the same tasks. If Wells Management directs creditworthy prospective tenants to a property owned by another
WREF-sponsored program when it could direct such tenants to our properties, our tenant base may have more
inherent risk than might otherwise be the case. Qur charter disclaims any interest in an investment opportunity
known to Wells Capital that Wells Capital has not recommended to us. Wells Capital could direct attractive
investment opportunities 1o other entities or even make such investments for its own account. Wells Management
could direct attractive tenants to other entitics. Such events could result in our investing in properties that provide
less attractive returns or leasing properties to tenants that are more likely to default under their leases, thus
reducing the level of dividends we may be able to pay.

Wells Capital will face conflicts of interest relating to joint ventures that we may form with affiliates of Wells
Capital, which conflicts could result in a disproportionate benefit to the other venture partners at our expense.

We may enter into joint venture agreements with other WREF-sponsored programs for the acquisition,
development, or improvement of properties. Wells Capital may have conflicts of interest in determining which
WREF-sponsored program should enter into any particutar joint venture agreement. The co-venturer may have
economic or business interests or goals that are or may become inconsistent with our business interests or goals.
In addition, Wells Capital may face a conflict in structuring the terms of the relationship between our interests
and the interests of the affiliated co-venturer and in managing the joint venture. Since Wells Capital and its
affiliates will control both the affiliated co-venturer and, to a certain extent, us, agreements and transactions
between the co-venturers with respect to any such joint venture will not have the benefit of arm’s-length
negotiation of the type normally conducted between unrelated co-venturers. Co-venturers may thus benefit to our
detriment.

Wells Capital, its affiliates, and our officers will face competing demands on their time, and this may cause our
operations to suffer.

We rely on Wells Capital and its affiliates for the day-to-day operation of our business. Wells Capital and its
affiliates, including our officers, have interests in other WREF-sponsored programs and engage in other business
activities. As a result, they will have conflicts of interest in allocating their time among us and other WREF-
sponsored programs and activities in which they are involved. During times of intense activity in other programs
and ventures, they may devote less time and fewer resources to our business than are necessary or appropriate to
manage our business. CGur reliance on our advisor to locate suitable investments for us at times when the
management of our advisor is simultancously seeking to locate suitable investments for other affiliated programs
could delay the investment of the proceeds of our ongoing public offering. Delays we encounter in the selection,
acquisition, and development of income-producing properties would reduce the returns on our investments and
limit our ability to make distributions to our stockholders.

Our officers and some of our directors face conflicts of interest related to the positions they hold with Wells
Capital and its affiliates, which could hinder our ability to successfully implement our business strategy and to
generate returns (o our investors.

Our executive officers and some of our directors are also officers and directors of our advisor, our dealer-manager,
and other affiliated entities. As a result, they owe fiduciary duties to these various entities and their stockholders and
limited partners, which fiduciary duties may from time to time conflict with the fiduciary duties that they owe to us
and our stockholders. Their loyalties to these other entities could result in actions or inactions that are detrimental to
our business, which could hinder the implementation of our business strategy and our investment and leasing
opportunities. If we do not successfully implement our business strategy, we may be unable to generate the cash
needed to make distributions to our stockholders and to maintain or increase the value of our assets.




Wells Capital and its affiliates, including our officers and some of our directors, will face conflicts of interest
caused by compensation arrangements with us and other WREF-sponsored programs, which could result in
actions that are not in the long-term best interest of our stockholders.

Wells Capital and its affiliates will receive substantial fees from us. These fees could influence our advisor’s
advice to us, as well as the judgment of the affiliates of Wells Capital who serve as our officers or directors.
Among other matters, the compensation arrangements could affect their judgment with respect to:

+ the continuation, renewal, or enforcement of our agreements with Wells Capital and its affiliates,
including the advisory agreement, the dealer-manager agreement, and any property management and
leasing agreements;

+ public offerings of equity by us, which entitle WIS to dealer-manager fees and entitle Wells Capital to
increased acquisition and asset management fees;

s property sales, which entitle Wells Capital to real estate commissions and possible success-based sale
fees;

» property acquisitions from other WREF-sponsored programs, which might entitle Wells Capital to real
estate commissions and possible success-based sale fees in connection with its services for the seller;

s+ property acquisitions from third parties, which utilize proceeds from our public offerings, thereby
increasing the likelihood of continued equity offerings and related fee income for WIS and Wells
Capital;

»  whether and when we seek to list our common stock on a national securities exchange, which listing
could entitle Wells Capital to a success-based listing fee but could also hinder its sales efforts for other
programs if the price at which our shares trade is lower than the price at which we offered shares to the
public; and

« whether and when we seek to sell the company or its assets, which could entitle Wells Capital to a
success-based fee but could also hinder its sales efforts for other programs if the sales price for the
company or its assets resulted in proceeds less than the amount needed to preserve our stockholders’
capital.

We will incur acquisition fees payable to Wells Capital as shares are sold under our public offering, irrespective
of the timing of the property acquisitions to which the fees relate. Moreover, Wells Capital and Wells
Management will have considerable discretion with respect to the terms and timing of acquisitions, dispositions
and leasing transactions. Considerations relating to their compensation from other programs could result in
decisions that are not in the best interest of our stockholders.

Our directors’ and officers’ loyalties to other WREF-sponsored programs could influence their judgment,
resulting in actions that are not in our stockholders’ best interest or that result in a disproportionate benefit to
another WREF-sponsored program at our expense.

Some of our directors and officers are also directors or officers of other WREF-sponsored programs.

Specifically, one of our directors and three of our officers are also directors or officers, respectively, of the Wells

Timberland REIT, Inc. The loyalties of our directors and officers serving on another board may influence the
judgment of our board when considering issues for us that also may affect other WREF-sponsored programs,

such as the following:

+ The conflicts committee of our hoard of directors must evaluaie the performance of Wells Capital with
respect to whether Wells Capital is presenting to us our fair share of investment opportunities. If our
advisor is not presenting a sufficient number of investment opportunities to us because it is presenting
many opportunities to other WREF-sponsored programs or if our advisor is giving preferential treatment
to other WREF-sponsored programs in this regard, our conflicts committee may not be well-suited to
enforce our rights under the terms of the advisory agreement or to seek a new advisor.
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* In connection with considering the renewal of our property management, leasing, and construction
agreement with Wells Management, the conflicts committee must make a similar evaluation with
respect to the performance of Wells Management in managing and leasing our properties. If Wells

~Management is not performing well as our property manager because of is services for other WREF-
sponsored programs, the divided loyalties of the members of our conflicts committee could make them
less willing to insist on improvement in the performance of Wells Management or to seek another
property manager.

* The conflicts committee will likely decide whether we purchase a property. This decision could be
influenced by the hope that Wells Capital would present the opportunity to other WREF-sponsored
programs if we did not pursue it.

* We could enter into transactions with other WREF-sponsored programs, such as property sales or
acquisitions, joint ventures, or financing arrangements. Decisions of the board or the conflicts
committee regarding the terms of those transactions may be .influenced by the board’s or committee’s
loyalties to other WREF-sponsored programs.

* A decision of the board or the conflicts committee regarding the timing of a debt or equity offering
could be influenced by concerns that the offering would compete with an offering of other WREF-
sponsored programs,

« A decision of the board or the conflicts committee regarding the timing of property sales could be
influenced by concerns that the sales would compete with those of other WREF-sponsored programs.

International Business Risks
We are subject to additional risks from our international investinents.

In anticipation of the future acquisition of an office property that is currently under construction in Russia, we
acquired a wholly owned Cypriot subsidiary through which we created and acquired a wholly owned Russian
operating entity in 2007. We may also purchase additional properties located outside the United States. These
investments may be affected by factors particular to the laws and business practices of the jurisdictions in which
the properties are located. These laws and business practices may expose us to risks that are different from and in
addition to those commonly found in the United States. Foreign investments include the following risks:

* the burden of complying with a wide variety of foreign laws, including:

+ changing governmental rules and policies, including changes in land use and zoning laws, more
stringent environmental laws or changes in such laws; and

« existing or new laws relating to the foreign ownership of real property or mortgages and laws
restricting the ability of foreign persons or companies to remove profits eamed from activities
within the country to the person’s or company’s country of origin,

* the potential for expropriation;

* possible currency transfer restrictions;

* imposition of adverse or confiscatory taxes;

» changes in real estate and other tax rates and changes in other operating expenses in particular countries;

* possible challenges to the anticipated tax treatment of the structures that aliow us to acquire and hold
investments;

+ adverse market conditions caused by terrorism, civil unrest, and changes in national or local
governmental or economic conditions;

« the willingness of domestic or foreign lenders to make mortgage loans in certain countries and changes
in the availability, cost, and terms of mortgage funds resulting from varying national econemic policies;

+ general political and economic instability in certain regions;
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+ the potential difficulty of enforcing obligations in other countries;

« our willingness, or inability as a result of the United States Foreign Concept Practices Act, to comply
with local business customs in certain regions; and

» our advisor’s limited experience and expertise in foreign countries relative to its experience and
expertise in the United States.

Investments in properties outside the United States may subject us to foreign currency risks, which may adversely
affect distributions.

Investments outside the United States may be subject to foreign currency risk due to potential fluctuations in
exchange rates between foreign currencies and the U.S. dollar. As a result, changes in exchange rates of any such
foreign currency to U.S. dollars may affect our revenues, operating margins and distributions and may also affect
the book value of our assets and the amount of stockholders’ equity. Our ability to hedge such currency risk may
be limited or cost prohibitive in certain countries.

Foreign currency gains may threaten our REIT status, and foreign currency losses may reduce the income
received from our foreign investments. Further, bank accounts held in a foreign currency, which -are not
considered cash or cash equivalents, may threaten our status as a REIT.

Section 1031 Exchange Program Risks

If we were to participate in the Section 1031 Exchange Program, we would have increased exposure to liabilities
from litigation, which would increase the risks faced by our stockholders.

Wells Management has developed a program to facilitate real estate acquisitions for persons
(“1031 Participants”) who seek to reinvest proceeds from a real estate sale and qualify that reinvestment for like-
kind exchange treatment under Section 1031 of the Internal Revenue Code (“Section 1031 Exchange Program”).
The Section 1031 Exchange Program involves a private placement of co-tenancy interests in real estate. There
are significant tax and securities disclosure risks associated with these private placement offerings of co-tenancy
interests to 1031 Participants. For example, in the event that the Internal Revenue Service conducts an audit of
the purchasers of co-tenancy interests and successfully challenges the qualification of the transaction as a like-
kind exchange, purchasers of co-tenancy interests may file a lawsuit against the entity offering the co-tenancy
interests and its sponsors. We provide certain financial guarantees in the event co-tenancy interests in such
offerings are not sold and could therefore be named in or otherwise required to defend against lawsuits brought
by 1031 Participants. Any amounts we are required to expend for any such litigation claims may reduce the
amount of funds available for distribution to our stockholders. In addition, disclosure of any such litigation may
limit our future ability to raise additional capital through the sale of stock or borrowings.

If we were 1o participate in the Section 1031 Exchange Program, we would be subject to risks associated with
co-tenancy arrangements that are not otherwise present in a real estate investment; these risks could reduce the
value of our co-tenancy investments and the overall return to our investors.

Qur participation in the Section 1031 Exchange Program involves an obligation to purchase any co-tenancy
interests in a property that remains unsold at the completion of a Section 1031 Exchange Program private
placement offering. Accordingly, we could be required to purchase the unsold co-tenancy interests and thus
become subject to the risks of ownership of properties in a co-tenancy arrangement with unrelated third parties.

Ownership of co-tenancy interests involves risks not otherwise present with an investment in real estate such as
the following:

s the risk that a co-tenant may at any time have economic or business interests or goals that are
inconsistent with our business interests or goals;
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* the risk that a co-tenant may be in a position to take action contrary to our instructions or requests or
contrary to our policies or objectives; or

* the possibility that a co-tenant might become insolvent or bankrupt, which may be an event of default
under mortgage loan financing documents, or allow the bankruptcy court to reject the
tenants-in-common agreement or management agreement entered into by the co-tenants owning
interests in the property.

Any of the above might subject a property to liabilities in excess of those contemplated and thus reduce the
TEtUrns (O our investors,

In the event that our interests become adverse to those of the other co-tenants, we may not have the contractual
right to purchase the co-tenancy interests from the other co-tenants. Even if we are given the opportunity to
purchase such co-tenancy interests in the future, we cannot guarantee that we will have sufficient funds available
at the time to purchase co-tenancy interests from the 1031 Participants.

We might want to sell our co-tenancy interests in a given property at a time when the other co-tenants in such
property do not desire to sell their interests. Therefore, we may not be able to sell our interest in a property at the
time we would like to sell. In addition, we anticipate that it will be much more difficult to find a willing buyer for
our co-tenancy interests in a property than it would be to find a buyer for a property we owned entirely.

Any futire participation by us in the Section 1031 Exchange Program may limit our ability 10 borrow funds in
the future; this could reduce the number of investments we can make and limit our ability to make distributions to
our stockholders.

Should we participate in future Section 1031 Exchange Program offerings by providing certain financial
guarantees, institutional lenders may view our obligations under agreements to acquire unsold co-tenancy
interests in properties as a contingent [iability against our cash or other assets, which may limit our ability to
borrow funds in the future. Lenders providing our line of credit may restrict our ability to draw on our line of
credit by the amount of our potential obligation. Further, our lenders may view such obligations in such a manner
as to limit our ability to borrow funds based on regulatory restrictions on lenders that limit the amount of loans
they can make to any one borrower. These events could limit our operating flexibility and our ability to make
distributions to our stockholders.

ITEM 1B. UNRESOLVED STAFF COMMENTS

We had no unresolved SEC staff comments as of December 31, 2007,

ITEM 2. PROPERTIES
Overview

As of December 31, 2007, we owned interests in 57 office properties, cne industrial building, one hotel, and one
office property under construction located in 21 states and the District of Columbia. Fifty-four of these properties
are wholly owned and six are owned through consolidated joint ventures. At December 31, 2007, our office and
industrial properties were approximately 98% leased with an average lease term remaining of approximately
7.3 years.
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Property Statistics

The tables below include statistics for properties that we own directly as well as through our consolidated joint
ventures. The following table shows lease expirations of our office and industrial properties as of December 31,
2007, and during each of the next ten years and thereafter. This table assumes no exercise of renewal options or
termination rights.

2007 Annualized Rentable Square Percentage of
Gross Base Rent Feet Expiring 2007 Annualized

Year of Lease Expiration (in thousands) (in thousands} Gross Base Rent
VHCANL « v v vv oo et e $ — 376 0%
2008 e 9,085 200 2%
2000 e 8,318 814 2%
201 e e 37,018 1,487 10%
7L 1.2 1 G 40,326 1,217 11%
201 e 38.153 1,468 10%
2013 e 22,634 1,092 6%
2004 e 24,586 970 7%
200 s 29,574 1,826 8%
20016 e 46,177 1,806 12%
2017 ........ e e 74,751 3,562 20%
Thereafter .. ...l i 42,067 1,898 12%
$373,189 . 16,716 100%

The following table shows the geographic diversification of our office and industrial properties as of
December 31, 2007.

2007 Annualized Rentable Percentage of
Gross Base Rent Square Feet 2007 Annualized
Location (in thousands) (in thousands) Gross Base Rent
Northern New Jersey .......ovvinnnennn...un 3 41,221 2,442 11%
Cleveland . ......... i 34912 1,321 9%
Atlanta . ....... ... ... ... e 30,483 1,777 8%
AN JOSE i e e 28,339 451 3%
Chicago ......coiiiriii e 24,520 1.441 1%
Baltimore ... ... .o e 24,043 904 7%
HOUSTOM & vt oottt e et et aaaan 23,928 841 6%
New York .. ..ot e 21,953 391 6%
LosAngeles .......... ... .. 19,162 575 5%
Dallas . ... i e 14,763 702 4%
WInston-Salem . ..o e 13,674 431 4%
BoStOn ... s 11,965 709 3%
Washington, D.C. ... ... i 11,683 275 3%
Other® .. e e e s 72,543 4,456 19%
$373,189 16,716 199%

*No more than 3% is attributable to any individval geographic location.
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The following table shows the tenant industry diversification of our office and industrial properties as of
December 31, 2007.

2007 Annualized Rentable Percentage of

Gross Base Rent Square Feet 2007 Annualized

Industry (in thousands) (in thousands) Gross Base Rent
Legal Services ................o L $ 68,840 1,578 18%
Depository Institations ....................... 52467 1,848 14%
Business Services ... i 26,055 1,081 - 7%
Security & Commodity Brokers . .............. 22,000 702 6%
Communication .- ......iiiiniinneneane s, 19,778 1,115 5%
Industrial Machinery & Equipment ... ........ .. 18,727 1,044 5%
Electronic Equipment . ....................... 18,611 1,395 5%
Engineering & Management .................. 15,671 1,074 4%
Transportation Equipment . ................... 15,376 400 4%
Insurance Carriers ......... .. .ccciirienennn.n 14,047 758 4%
Electric, Gas & Sannary Services .............. 13,522 1,308 4%
Chemicals & Aflied Products ... ............... 11,303 441 3%
Other™ .. e 76,792 3,972 ll_%
$373,189 16,716 100%

*No more than 3% is attributable to any individual tenant industry.

The following table shows the tenant diversification of our office and industrial properties as of December 31,
2007.

2007 Annualized Percentage of
Gross Base Rent 2007 Annualized

m:_m_t (in thousands) Gross Base Rent
KeyBank ... .. $ 20456 5%
JonesDay . ... 17,986 5%
T, ROWE PriCe ..o e e e o 13,091 4%
Pershing ... .. . e 11,288 3%
AT e e 10,274 3%
Northrop Grumman .. ......... ..t miiniriaeaannna, 9,878 3%
PSE&G .. e e e 8,583 2%
Womble Carlyle . ... ... . i e 8,366 2%
Bingham, McCutchen, LLP . ...... ... ... .. ..., 7,691 2%
General Blectric - . ..ot e e e e 7,490 2%
Oher™ e 258,089 __6_9%
$373,189 ]@%

*No more than 2% is attributable to any individual tenant.
Other Property-Specific Information

Certain of our properties are subject to ground leases and held as collateral for debt. Refer to Schedule 11 listed
in the index of Item 15(a) of this report, which details such properties as of December 31, 2007.
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ITEM 3. LEGAL PROCEEDINGS

From time to time, we are party 1o legal proceedings, which arise in the ordinary course of our business. We are
not currently involved in any legal proceedings of which the outcome is reasonably likely 10 have a material
adverse effect on our results of operations or financial condition, nor are we aware of any such legal proceedings
contemplated by governmental authorities.

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS

No matters were submitted to a vote of our stockholders during the fourth quarter of 2007.




PART I

ITEM 5. MARKET FOR REGISTRANT’S COMMON EQUITY, RELATED STOCKHOLDER
MATTERS AND ISSUER PURCHASES OF EQUITY SECURITIES

Market Information

As of February 29, 2008, we had approximately 379.7 million shares of common stock outstanding held of
record by a total of approximately 108,000 stockholders. The number of stockholders is based on the records of
Wells Capital, which serves as our registrar and transfer agent. There is no established public trading market for
our common stock. Under our charter, certain restrictions are imposed on the ownership and transfer of shares.

In order for Financial Industry Regulatory Authority (“FINRA™) members and their associated persons to
participate in our ongoing public offering of our common stock, we are required pursuant to FINRA Conduct
Rules to disclose in each annual report distributed to stockholders a per-share estimated value of the shares, the
method by which it was developed, and the date of the data used to develop the estimated value. In addition,
Wells Capital will prepare annual statements of estimated share values to assist fiduciaries of retirement plans
subject to the annual reporting requirements of ERISA in the preparation of their reports relating to an
investment in our shares. For these purposes, Wells Capital’s estimated value of the shares is $10 per share as of
December 31, 2007. The basis for this valuation is the fact that the current public offering price for our shares is
$10 per share (ignoring purchase price discounts for certain categories of purchasers). However, as set forth
above, there is no public trading market for the shares at this time, and there can be no assurance that
stockholders could receive $10 per share if such a market did exist and they sold their shares or that they will be
able to receive such amount for their shares in the future. We do not currently anticipate obtaining appraisals for
the properties we will acquire, and accordingly, the estimated values should not be viewed as an accurate
reflection of the fair market value of those properties, nor do they represent the amount of net proceeds that
would result from an immediate sale of those properties. Until three years after the completion of our offering
stage, Wells Capital expects to continue to use the current offering price of our shares as the estimated per-share
value reported in our annual reports on Form 10-K. (We will view our offering stage as complete upon the
termination of our first public equity offering that is followed by a one-year period in which we do not engage in
another public equity offering. For purposes of this definition, we do not consider a “public equity offering” to
include offerings on behalf of selling stockholders or offerings related to a dividend reinvestment plan, employee
benefit plan, or the redemption of interests in Wells OP IL)

Distributions

We intend to make distributions each taxable year {not including a return of capital for federal income tax
purposes) equal 10 at least 90% of our taxable income. One of our primary goals is to pay regular quarterly
dividend distributions to our stockholders. We have declared and paid dividends quarterly based on daily record
dates.

Quarterly distributions paid to the stockholders during 2006 and 2007 were as follows (in thousands, except
per-share amounts):

2006
First Second Third Fourth
Quarter Quarter  Quarter Quarier Total
Total Cash Distributed ............................. $30,413 $33,508 336,640 $39,699 $140,260
Per-Share Investment Income .......oovvvnvrnnn.. s, $ 0081 $ 0081 $0082 %008 3§ 032600
Per-Share Retun of Capital ......................... $ 0068 30068 $ 0069 %0069 § 02742
Total Per-Share Distribution ..., ............... e $ 0149 $0.149 $0.151 $ 0.151 $ 0.600
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2007
First Second Third Fourth

Quarter Quarter Quarter Quarter Total
Total Cash Distributed .................. ... ....... $43,081 $46,889 $50,941 $53,926 $194,837
Per-Share Investment Income . .............ooin.n... $ 0.086 $ 0.087 % 0.088 $ 0.088 § 03490
Per-Share Retun of Capital ................... .. .... $ 0062 $ 0063 % 0.063 $ 0063 $ 02512
Total Per-Share Distribution . ................. ... ... $ 0148 $ 0.150 % 0.151 $ 0.151 $ 0.600

() Approximately 58% and 54% of the dividends paid during the years ended December 31, 2007 and 2006,
respectively, were taxable to the investor as ordinary income.

@  Approximately 42% and 46% of the dividends paid during the years ended December 31, 2007 and 2006,
respectively, were characterized as tax-deferred. '

During the year ended December 31, 2005, approximately 55% and 45% of dividends paid were taxable to
investors as ordinary income and characterized as tax-deferred, respectively. The amount of dividends paid and
the taxable portion in prior periods are not necessarily indicative of amounts anticipated in future periods.

Dividends for the fourth quarter of 2007 were paid in December 2007 to stockholders of record for the period
from September 16, 2007 through December 15, 2007. Dividends for the first quarter of 2008 have been declared
by the board of directors at a rate consistent with our 2007 annualized dividend of $0.60 per share for
stockholders of record for the period from December 16, 2007 to March 15, 2008 and were paid to stockholders
in March 2008.

Redemption of Common Stock

We maintain a share redemption program (the “SRP”) that allows stockholders who have held their shares for
more than one year lo redeem those shares, subject to certain limitations. Under the SRP, “Ordinary
Redemptions” (those that do not occur within two years of death or. “qualifying disability,” as defined by the
SRP), are currently redeemable at the lesser of $9.10 per share, or 91% of the price paid for those shares. The
redemption price is expected to remain fixed until three years after we complete our offering stage. We will view
our offering stage as complete upon the termination of our first public equity offering that is followed by a
one-year pertod during which we do not engage in another public equity offering (other than secondary offerings
or offerings related to a dividend reinvestment plan, employee benefit plan, or the issuance of shares upon
redemption of interests in Wells OP 1I). Thereafter, the redemption price for Ordinary Redemptions would equal
95% of our per-share value as estimated by Wells Capital or another firm chosen by our board of directors for
that purpose.

Redemptions sought within two years of the death or “qualifying disability” of a stockholder do not require a
one-year holding period, and the redemption price is the amount paid for the shares until three years after
completion of the above-mentioned offering stage. At that time, the redemption price would be the higher of the
amount paid for the shares or 100% of our estimated per-share value. We will honor all redemption requests that
are made within two years following the death of a stockholder. '

The redemption limits set forth in the amended SRP are summarized below:

*  We will not make an Ordinary Redemption until one year after the issuance of the shares to be
redeemed.

«  We will not redeem shares on any redemption date to the extent that such redemptions would cause the
amount paid for Ordinary Redemptions since the beginning of the then-current calendar year to exceed
50% of the net proceeds from the sale of shares under our dividend reinvestment plan during such
period.
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*  We will limit Ordinary Redemptions and those upon the qualifying disability of a stockholder so that the
aggregate of such redemptions during any calendar year do not exceed:

»  100% of the net proceeds from our dividend reinvestment plan during the calendar year, or

* 5% of the weighted-average number of shares outstanding in the prior calendar year.

Under the terms of our Corporate Governance Guidelines, untit our board of directors decides to commence a
liquidation of Wells REIT II, we may not amend the SRP in a way that materially adversely affects the rights of
redeeming heirs without the approval of our stockholders. Approximately 5.9 million and 2.8 million shares were
redeemed under the SRP, during the years ended December 31, 2007 and 2006, respectively.

We secured insurance-backed funding for the redemption of shares under our SRP in the event that we receive an
unusuaily targe number of redemption requests due to the death of investors. The insurance proceeds will be paid
to us after a quarterly adjusted deductible is met, currently $18.5 million for the quarter ended December 31,
2007. The deductible adjusts with additional investment proceeds raised and with the changing demographics of
our stockholder base (age, gender, ete.). The maximum dollar value of proceeds that we can collect under the
insurance agreement is $6.0 billion in aggregate or $5.0 million for any individual redemption request. The
insurance agreement expires in June 2016 unless it expires earlier upon the occurrence of one of the following
liquidity events: (i) the listing of our shares on a national exchange, (ii) our liquidation, or (iii) the acquisition of
a majority of our shares by an unaffiliated entity or a merger in which we are not the surviving entity. Under our
Corporate Governance Guidelines, we must seek the approval of our stockholders prior to terminating this
insurance program.

All of the shares that we redeemed pursuant to our SRP program during the quarter ended December 31, 2007 are
provided below (in thousands, except per-share amounts);

Approximate Dollar Value of Shares

Total Number of Average Price Available That May Yet Be
Period Shares Redeemed'” Paid per Share Redeemed Under the Program
October 2007 ... .. 604 . 8950 @
November2007 ....................... 642 $9.37 @
December 2007 ........ ... .. ... .. ... 454 $9.25 )]

) We announced the commencement of the program on December 10, 2003 and amendments to the program
on April 22, 2004; March 28, 2006; May 11, 2006, August 10, 2006; and August 8, 2007.

@ We currently limit the dollar value of shares that may yet be redeemed under the program as described
above.

Unregistered Issuance of Stock Options

During 2007 we issued options to purchase 7,500 shares of common stock to our independent directors under our
Independent Director Stock Option Plan. These options were issued with an exercise price of $12 per share and
were issued pursuant to an exemption from registration under Section 4(2) of the Securities Act of 1933, as the
securities were issued privately to five accredited investors.
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ITEM 6. SELECTED FINANCIAL DATA

The following selected financial data for the years ended December 31, 2007, 2006, 2005, 2004, and the period
from inception (July 3, 2003) to December 31, 2003 should be read in conjunction with the accompanying
consolidated financial statements and related notes in Item 8 hereof (amounts in thousands, except per-share

data).
December 31, December 31, December 31, December 31, December 31,
2007 2006 2005 2004 2003
Totalassets .......coovvirenvnnn.. $4,102,158 $3,288,225 § 2,688,883 31,155,765 $1,652
Total stockholders’ equity ........... $2,287,920 $2,268,020 " $ 1,659,754 $ 677,115 $ 1
Outstanding debt . ................. $ 928,297 § 774,523 § 832402 $ 350,505 —
Outstanding long-term debt .......... $ 729,634 § 756,727 3§ 810976 $ 233977 —
Obligations under capital leases . . ... .. $ 78,000 § 78000 $ 78000 $ 78,000 —
Period from
Inception
Year Ended Year Ended Year Ended Year Ended  (July 3, 2003) to
December 31, December 31, December 31, December 31, December 31,
2007 2006 2005 2004 2003
Total reventues .............cco..... $ 433,150 $ 327716 $ 164454 § 50,701 —
Net income (10s8) .. .............c0.. $ (4668 § 11268 $ 12,521 § (4,562) —
Funds from operations™ . ........... $ 172,161 $ 143246 § 80,236 $ 14922 —-
FFO, as adjusted to exclude market
value adjustments to our interest rate
swaps that do not gualify for hedge
accounting treatment") . . ... ... ... $ 184334 $ 143232 $ 80236 § 14922 _
Cash flows from operations@ ... ..... $ 197,160 $ 151,084 § 76,351 § 22,722 R CEY)
Cash flows used in investing
activities@ ... . L., $ (963,561) % (682.478) $(1,262,128) $ (919,658) —_
Cash flows provided by financing
activities® ... ... . ool $ 767,813 $ 542,142 5 1,200253 $ 917,655 $ 201
Dividendspaid .................... $ 194837 §$ 140,260 $ 80586 $ 16,613 —
Per weighted-average common share
data:
Net income (loss)—basic and
diluted ... .................. $ 0.01) $ 005 % 009 3% (0.15) $(4.70)
Dividends declared . . ........... $ 060 % 060 % 060 3 0.49 —
Weighted-average common shares
outstanding . .................... 328,615 237,373 139,680 31,372 —

M

See “Management’s Discussion and Analysis of Financial Condition and Results of Operations—Funds

From Operations” for information regarding why we present funds from operations and funds from
operations, as adjusted to exclude market value adjustments to our interest rate swaps that do not qualify for
hedge accounting treatment, as well as reconciliations of these non-GAAP financial measure to net income.

2)
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ITEM 7. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND
RESULTS OF OPERATIONS

The following discussion and analysis should be read in conjunction with the Selected Financial Data in Item 6
above and our accompanying consclidated financial statements and notes thereto, See also “Cautionary Note
Regarding Forward-L.ooking Statements” preceding Part I.

Overview

We were formed on July 3, 2003 to acquire and operate a diversified portfolio of commercial real estate
primarily consisting of high-quality, income-producing office and industrial properties leased to creditworthy
entities that are primarily located in major metropolitan areas throughout the United States. We are externally
advised and managed by Wells Capital and Wells Management. We have elected to be taxed as a real estate
investment trust for federal income tax purposes.

We commenced our initial public offering on December 1, 2003. During 2004, we began acquiring real estate
assets and receiving investor proceeds under our initial public offering of common stock. We continued receiving
investor proceeds and investing in real estate assets through December 3t, 2007, Thus, our results of operations
for the years ended Dlecember 31, 2007, 2006, and 2005 reflect growing operational revenues and expenses and
fluctuating interest and general and administrative expenses. The increases in operational revenues and expenses
result from acquiring real properties, while the fluctuations in interest expense arise from using varying ievels of
short-term and long-term debt financing to fund such acquisitions. Commensurate with the operational growth of
the enterprise and the achievement of greater economies of scale, general and administrative expenses have
decreased as a percent of total revenues from approximately 6% for the year ended December 31, 2005 to
approximately 4% for the years ended December 31, 2006 and 2007,

During 2004, we raised approximately $0.8 billion through the issuance of common stock and acquired interests
in 18 properties for an aggregate purchase price of approximately $1.0 billion. During 2005, we raised
approximately $1.2 billion through the issuance of common stock and acquired interests in 21 properties for an
aggregate purchase price of approximately $1.5 billion. During 2006, we raised approximately $0.9 billion
through the issuance of common stock and acquired interests in 10 properties for an aggregate purchase price of
approximately $0.6 billion. During 2007, we raised approximately $1.0 billion through the issuance of common
stock and acquired interests in 11 properties for an aggregate purchase price of approximately $0.8 billion. We
have funded our property acquisitions with a combination of net proceeds from the issuance of our common
stock and from third-party borrowings. As of December 31, 2007 and 2006, our third-party borrowings totaled
approximately $928.3 million and $774.5 million, respectively.

General Economic Conditions and Real Estate Market Commentary

Management reviews a number of economic forecasts and market commentaries in order to evaluate general
economic conditions and te formulate a view of the current environment’s effect on the real estate markets in
which we operate.

As measured by the U.S. gross domestic product (“GDP™), the U.S. economy’s growth rate declined from 2.9%
in 2006 to 2.2% in 2007, primarily due to declines in private inventory investment and residential fixed
investment and decelerations in exports, the majority of which occurred in the fourth quarter of 2007.

The market fundamentals underlying the U.S. office markets remained healthy through the end of 2007, as
evidenced by a steady average vacancy rate of 12.5% for the fourth quarter. However, recent trends in declining
employment growth rates and new office supply coming online suggest that market fundamentals could begin to
deteriorate in 2008. However, as measured by office vacancy rates, the magnitude of deterioration is anticipated
to be modest and will vary across markets.
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The year 2007 was a record year for portfolio and individual property sale transactions. Total transaction volume
for the year approximated $211 billion, an increase of 55% over 2006. Resulis for 2007 were primarily
attributable to several large portfolio sales that closed during the first half of the year. Credit market disruptions
that originated in the single-family housing sector spread to the commercial sector by mid-year, and as a result,
the pace of sale transactions declined significantly during the second half of the year.

The valuation of commercial office buildings may be impacted by a recent increase in capitalization rates, or the
first year rate of return required by an investor. Following the disruptions in the credit markets, capitalization
rates started rising in the second half of 2007 after a five-year continuous decline. Looking ahead to 2008,
capitalization rates may continue to increase, although the magnitude of such increases may be more modest for
higher-quality properties. Ultimately, property valuations will be determined by a combination of capitalization
rates and underlying property fundamentals. Capitalization rate movements will be significantly influenced by
factors such as the amount of capital awaiting investment in real estate and the availability of debt financing.
From a fundamentals standpoint, the office sector of the real estate market may struggle over the near-term with
slowing rental rate growth and the potential for increases in vacancy rates, especially in markets with a large
concentration of mortgage lending firms. However, a moderate supply of office space, the potential for inflation,
and a large amount of equity capital in the marketplace, should lend support for existing Class-A property values.

Impact of Economic Conditions on our Portfolio

A strong tenant credit base with an average credit rating of BBB+ (for tenants with credit ratings), coupled with
the lack of near-term lease rollover, should position Wells REIT II to withstand a market downturn or a possible
recession. Diversifying our portfolio by tenant, tenant industry, geography, and lease expiration date reduces our
exposure to any one determinant and provides additional confidence in our ability to manage unfavorable market
conditions. As of December 31, 2007, our borrowings comprised less than 23% of our total assets, which allows
considerable financial flexibility. Further, the majority of our borrowings are in the form of fixed-rate financings,
which helps to insulate the portfolio from interest rate fluctuations.

Liquidity and Capital Resources
Overview

From January 2004 through December 2007, we raised significant funds through the sale of our common stock
under our public offerings. We primarily used the proceeds from these sales of common stock, net of offering
costs and other expenses, to acquire real properties and fund capital improvements. We anticipate receiving
proceeds from the sale of our common stock under our follow-on offering in the future and investing such
proceeds in future acquisitions of real properties. We also anticipate receiving proceeds from the sale of our
common stock under our dividend reinvestment plan in the future, and using a significant portion of such
proceeds to fund redemptions of our common stock under our SRP. We expect that our primary source of fuiure
operating cash flows will be cash generated from the operations of the properties currently in our portfolio and
those to be acquired in the future. The amount of future dividends to be paid to our stockholders will be largely
dependent upon the amount of cash generated from our operating activities, how quickly we are able to invest
investor proceeds in quality income-producing assets, our expectations of future cash flows, and our
determination of near-term cash needs for capital improvements, tenant re-leasing, redemptions of our common
stock, and debt repayments. -

The competition to acquire high-quality commercial office properties remains high. Timing differences arise
between acquiring properties and raising capital and between making operating payments and collecting
operating receipts. Accordingly, we may periodically be required to borrow funds on a short-term basis to meet
our dividend payment schedule. Qur primary focus, however, is to continue to maintain the quality of our
portfolio. Thus, in this intensely competitive environment, we may opt to lower the dividend rather than
compromise that quality or accumulate significant borrowings to meet a dividend level higher than operating
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cash flow would support. We continue to carefully moniter our cash flows and market conditions and their
impact on our earnings and future dividend projections.

Shore-Term Liguidity and Capital Resources

During 2007, we generated net cash flows from operating activities of approximately $197.2 million, which is
primarily comprised of receipts for rental income, tenant reimbursements, hotel income, and interest and other
income, partially offset by payments for operating costs, interest expense, asset and property management fees,
and general and administrative expenses. From net cash flows from operating activities and cash on hand, we
paid dividends to stockholders of approximately $194.8 million during 2007. During 2007, we also generated net
cash flows of approximately $962.6 million from the sale of common stock under our public offerings, net of
redemptions, and from additional borrowings, of which we invested approximately $925.4 million in real estate,
We expect to utilize the residual cash balance on hand as of December 31, 2007 of approximatety $47.5 million
to satisfy current liabilities, pay future dividends, fund future acquisitions of real properties, or to reduce
indebtedness. :

We intend to continue to generate capital from the sale of common stock under our follow-on offering and from
third-party borrowings, and to use such capital primarily to fund future acquisitions of real estate. We expect that
we will use a significant portion of the proceeds from sales under our dividend reinvestment plan to fund
redemptions under the SRP. As of February 29, 2008, we had remaining borrowing capacity of approximately
$450.0 million under our unsecured revolving financing facility (the “Wachovia Line of Credit™). Accordingly,
we believe that we have adequate capacity to continue to expand our portfolio and meet our future operating cash
flow needs. We expect to use substantially all of our future operating cash flow, after payments for certain capital
expenditures, to pay dividends to stockholders.

On December 4, 2007, our board of directors declared a daily dividend for stockholders of record from
December 16, 2007 through March 15, 2008 in an amount equal to an annualized dividend of $0.60 per share,
which is consistent with the rate of dividends declared for each quarter of 2007 on a per-share basis. Such
dividend was paid in March 2008.

We have an unsecured revolving financing facility (the “Wachovia Line of Credit”) with a syndicate of banks led
by Wachovia Bank, N A, (*Wachovia™). We have pledged approximately $2.5 million of our total borrowing
capacity under the Wachovia Line of Credit to letters of credit for future tenant improvements and leasing costs.
In January 2008, we extended the maturity date of the Wachovia Line of Credit from May 9, 2008 to May 9,
2009 and entered into a $100.0 million unsecured term loan with a syndicate of banks led by Wachovia, which
also expires on May 9, 2009. The term loan bears interest at either a rate of LIBOR for 7-, 30-, 60-, 90-, or
180-day periods, plus an applicable margin, or the floating base rate, as defined, at our option. In February 2008,
we exercised the accordion feature of the Wachovia Line of Credit, thereby increasing our total borrowing
capacity under this facility from $400.0 million to $450.0 million.

The Wachovia Line of Credit contains, among others, the following restrictive covenants:
« limits our ratio of debt-to-total asset value, as defined, to 50% or less at all times;

« limits our ratio of secured debt-to-total asset value, as defined, to 40% or less at all times;

* requires our ratio of unencumbered asset value, as defined, to total unsecured debt to be greater than 2:1
at all times;

* requires maintenance of certain interest coverage ratios;
» requires maintenance of certain minimum stockholders’ equity balances; and

» limits investments that fall outside our core investments of improved office and industrial properties.
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Under the terms of the Wachovia Line of Credit, we may borrow up to 50% of the unencumbered asset value or
the aggregate value of a subset of lender-approved properties. The Wachovia Line of Credit also stipulates that
our net distributions, which equal total dividends and other distributions less the amount reinvested through our
dividend reinvestment plan, may not exceed the greater of 90% of our Funds from Operations for the
corresponding period or the minimum amount required in order for us to maintain our status as a REIT. Funds
from Operations, as defined by the agreement, means net income (loss), minus (or plus) gains {or losses) from
debt restructuring and sales of property during such period, plus depreciation on real estate assets and
amortization (other than amortization of deferred financing costs) for such period, all after adjustments for
unconsolidated partnerships and joint ventures. The Wachovia Line of Credit includes a cross-default provision
that provides that a payment default under any recourse obligation of $10 million or more or any non-recourse
obligation of $20.0 million or more by us, Wells OP II, or any of our subsidiaries constitutes a default under the
credit facility.

Our charter prohibits us from incurring debt that would cause our borrowings to exceed 50% of our assets
(valued at cost before depreciation and other non-cash reserves) unless a majority of the members of the conflict
committee of our board of directors approves the borrowing. Our charter also requires that we disclose the
justification of any borrowings in excess of the 50% leverage guideline.

Long-term Liquidity and Capital Resources

We expect that our primary sources of capital over the long term will include proceeds from the sale of our
common stock, proceeds from secured or unsecured borrowings from third-party lenders, and net cash flows
from operations. As of February 29, 2008, approximately 123.3 million shares remain available for sale under
our follow-on offering, which will expire upon the earlier of the sale of all 300.0 million shares or November 10,
2008. Thereafter, we expect to commence a second follow-on offering pursuant to a registration statement on
Form S-11 that we filed with the SEC on July 9, 2007. We may continue to offer the 175.0 million dividend
reinvestment plan shares beyond these dates until we have sold all of these shares through the reinvestment of
dividends. We expect that our primary uses of capital will be for property acquisitions, either directly or through
invesiments in joint ventures, tenant improvements, offering-related costs, operating expenses, interest expense,
and dividends. Over the next five years, we anticipate funding capital expenditures necessary for our properties,
including building improvements, tenant improvements, and leasing commissions, of approximately
$222 .4 million, exclusive of costs of properties under development.

In determining how and when to allocate cash resources, we initially consider the source of the cash. We expect
that substantially all future net operating cash flows will be used to pay dividends. However, we may temporarily
use other sources of cash, such as short-term borrowings, to fund dividends from time to time (see “Liquidity and
Capital Resources—Qverview” above). We expect (o use substantially all net cash flows generated from raising
equity or debt financing to fund acquisitions, certain capital expenditures identified upon acquisition, the
repayment of outstanding borrowings, and the redemption of shares under the SRP. If sufficient equity or debt
capital is not available, our future investments in real estate will be lower.

To the extent that future cash flows provided by operations are lower due to lower returns on properties, future
dividends paid may be lower as well. Our cash flow from operations depends significantly on market rents and
our tenants’ ability to make rental payments. We believe that the diversity of our tenant base and the
concentration of creditworthy tenants in our portfolio help to mitigate the risk of a tenant defaulting on a lease.
However, general economic downturns, downturns in one or more of our core markets, or downturns in the
particular industries in which our tenants operate could adversely impact the ability of our tenants to make lease
payments and our ability to re-lease space on favorable terms when leases expire. In the event of any of these
situations, our cash flow and consequently our ability to meet capital needs, could adversely affect our ability to
pay dividends in the future.




Contractual Obligations and Commitments

As of December 31, 2007, our contractual obligations are as follows (in thousands):

Payments Due by Period

Less than More than
Contractual Obligations Total 1 year 1-3 years 4-5 years S vears
Outstanding debt obligationst . ................ § 928,297 $198,663 $ 25029 35100362 3$604,243
Capital lease obligations® ..., ................ . 78,000 — —_ 78,000 —
Purchase obligations™® .. ...................... 301,096 116900 184,196 — —
Operating lease obligations . ................... 124,695 1,210 2,420 2555 118,510
Total ... e $1.432,088 $316,773 $211,645 §180,917 $722,753

»  Amounts include principal payments only. We made interest payments, including amounts capitalized, of
approximately $36.3 million during the year ended December 31, 2007 and expect to pay interest in future
periods on outstanding debt obligations based on the rates and terms disclosed in Note 4 to our
accompanying consolidated financial statements.

@ Amount includes principal payments only. We made interest payments of approximately $4.7 million during
the year ended December 31, 2007 and expect to pay interest in future periods based on the terms disclosed
in Note 5 to our accompanying consclidated financial statements.

) Represents purchase commitments for the Three Glenlake Building, the Cranberry Woods Buildings, and
Dvintsev Business Center Tower B, which were under contract or under construction at December 31, 2007
and the foreign currency exchange contract. Refer to Note 5 of our accompanying consolidated financial
statements for further explanation.

Results of Operations

Overview

Qur results of operations are not indicative of those expected in future periods, as we expect that rental' income,
lenant reimbursements, property operating costs, asset and property management fees, depreciation, amortization,
and net income will increase in fuiure periods as a result of owning the assets we acquired prior to and during the
periods presented for an entire period and as a result of anticipated future acquisitions of real estate assets.

We commenced our initial public offering on December 1, 2003. Following the receipt and acceptance of
subscriptions for the minimum offering of $2,500,000 on January 22, 2004, we acquired 18 properties during the
year ended December 31, 2004, acquired 21 properties during the year ended December 31, 2005, and acquired
10 properties during the year ended December 31, 2006. During the vear ended December 31, 2007, we acquired
1 properties, bringing our total portfolio to 60 properties as of December 31, 2007. Accordingly, the results of
operations presented for the years ended December 31, 2007 and 2006, are not directly comparable.

Comparison of the vear ended December 31, 20006 vs. the year ended December 31, 2007

Rental income and tenant reimbursements increased from approximately $246.5 million and $57.7 million,
respectively, for the year ended December 31, 2006 to approximately $322.5 million and $83.9 million,
respectively, for the year ended December 31, 2007, primarily as a result of the growth in the portfolio. Rental
income and tenant reimbursements are expected to continue to increase in future periods, as compared to
historical periods, as a result of owning recently acquired properties for an entire period and future acquisitions
of real estate assets. :

Other rental income increased from approximately $78,000 for the year ended December 31, 2006 to
approximately $2.8 million for the year ended December 31, 2007, as a result of earning fees related to lease

restructuring activities primarily at 5 Houston Center and 100 E. Pratt. Unlike the majority of rental income,
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which is recognized ratably over long-term contracts, fees earned in connection with lease restructurings are
recognized once we have completed our obligation to provide space to the tenant.

Property operating costs and asset and property management fees increased from approximately $92.8 million
and $25.5 million, respectively, for the year ended December 31, 2006 to approximately $137.4 million and
$32.9 million, respectively, for the year ended December 31, 2007, primarily as a result of the growth in the
portfolio. Property operating costs and asset and property management fees are expected to continue to increase
in future periods, as compared to historical periods, due to owning recently acquired properties for an entire
periad and future acquisitions of real estate assets,

Depreciation increased from approximately $47.2 millicn for the year ended December 31. 2006 1o
approximately $61.3 million for the year ended December 31, 2007, primarily as a result of the growth in the
portfolio. Depreciation is expected to continue to increase in future periods, as compared to historical periods,
due to owning the recently acquired properties for an entire period and future acquisitions of real estate assets.

Amortization increased from approximately $84.8 million for the year ended December 31, 2006 to
approximately $115.5 million for the year ended December 31, 2007, primarily due to the growth in the portfolio
and recognizing write-offs of unamortized lease-specific assets related to an early termination of the right to lease
space at 5 Houston Center of approximately $5.2 million during the first quarter of 2007. Exclusive of the
aforementioned write-off of $5.2 million, amortization is expected to increase in future periods, as compared 10
historical periods, due to owning the recently acquired properties for an entire year and future acquisitions of real
estate assets.

General and administrative expenses increased from approximately: $12.2 million for the year ended
December 31, 2006 to approximately $18.6 million for the year ended December 31, 2007, primarily due to the
increase in the size of our portfolio of real estate assets. As a percent of total revenues, general and administrative
expenses remained stable at approximately 4% for the years ended December 31, 2006 and 2007.

Interesi expense increased from approximately $42.9 million for the year ended December 31, 2006 to
approximately $50.0 million for the year ended December .31, 2007, primarily due to obtaining new mortgage
notes, partially offset by a decrease in the average balance outstanding under.the Wachovia Line of Credit. Future
levels of interest expense will vary, primarily based on the amounts of future borrowings and the costs of
borrowings. We anticipate that future borrowings will be used primarily to fund future acquisitions of real estate
or interests therein. Accordingly, the amounts of future borrowings and future interest expense wiil depend
largely upon the level of additional proceeds that we are able to raise under our ongoing public offering, the
opportunities to acquire real estate assets consistent with our investment objectives, the timing of such future
acquisitions, and changes in market interest rates.

We recognized a loss on early extinguishment of debt of approximately $1.1 million during the year ended
December 31, 2006 in connection with prepaying the University Circle Buildings mortgage note in January 2006.
The loss resulted from a prepayment penalty of approximately $5.7 million and a write-off of approximately
$0.6 million in deferred financing costs, partially offset by a write-off of the unamortized fair value adjustment to
debt of approximately $5.2 million.

We recognized a loss on interest rate swaps that do not qualify for hedge accounting treatment of approximately
$12.2 million for the year ended December 31, 2007, compared to a gain of approximately $14,000 for the year
ended December 31, 2006, primarily due to a market value adjustment to the interest rate swap agreement on the
222 E. 41+ Street Building loan prompted by declines in market interest rates occurring in the third and fourth
quarters of 2007 and a revised economic outlook, which anticipates additional declines in market interest rates.
We anticipate that future gains and losses on our interest rate swaps that do not qualify for hedge accounting
treatment will floctuate primarily as a result of additional changes in market interest rates and changes in the
economic outlook for future market rates. Market value adjustments 10 swaps that qualify for hedge accounting
treatment do not impact net income (loss).
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We recognized a loss on foreign currency exchange contract of approximately $470,000 due to a market value
adjustment to our foreign currency exchange contract prompted by the decline in value of the U.S. Dollar
compared to the Russian ruble. -

Interest and other income increased from approximately- $7.7 million for the year ended December 31, 2006 to
approximately $9.0 million for the year ended December 31, 2007, primarily as a result of holding higher
average cash balances in 2007 due to timing differences between raising capital in our public offerings and
closing on property acquisitions.

We recognized net income and net income per share of approximately $11.3 million and $0.05, respectively, for
the year ended December 31, 2006, as compared to a net loss and net loss per share of approximately
$4.7 million and $0.01, respectively, for the year ended December 31, 2007. These decreases are primarily
attributable to the loss on interest rate swaps that do not qualify for hedge accounting treatment and increase in
interest expense as described above. Absent additional fluctuations in the value of our interest rate swaps that do
not qualify for hedge accounting treatment, we expect future earnings to increase as a result of current and future
real estate acquisitions, and expect futare net income per share to fluctuate primarily based on the level of
proceeds raised in our ongoing public offering and the rate at which we are able to invest such proceeds in
income-generating real estate assets.

Comparison of the year ended December 31, 2005 vs. the year ended December 31, 2006

Rental income and tenant reimbursements increased from approximately $134.9 million and $29.0 million,
respectively, for the year ended December 31, 2005 to approximately $246.5 million and $57.7 million,
respectively, for the year ended December 31, 2006, primarily as a result of the growth in the portfolio.

Hotel income and hotel operating costs increased from approximately $0.4 million and $0.4 million, respectively,
for the year ended December 31, 2005 to approximately $23.4 million and $17.5 million, respectively, for the
year ended December 31, 2006, primarily as a result of reflecting a full year of operations for the Key Center
Marriott, a hotel property located in Cleveland, Ohio, which we acquired in the fourth quarter of 2005. The
increase in profitability of this hotel property is primarily attributable to an increase in occupancy rates during
2006. : '

Property operating costs and asset and property management fees increased from approximately $45.8 million
and $13.2 million, respectively, for the year ended December 31, 2005 to approximately $92.8 millicn and
$25.5 million, respectively, for the year ended December 31, 2006, primarily as a result of the growth in the
portfolio.

Depreciation of real estate and amortization of lease costs increased from approximately $24.5 million and
$43.2 million, respectively, for the year ended December 31, 2005 to approximately $47.2" million and
$84.8 million, respectively, for the year ended December 31, 2006, primarily as a result of growth in the
portfolio.

General and administrative expenses increased from approximately $9.1 million for the year ended December 31,
2005 to approximately $12.2 million for the year ended December 31, 2006, primarily as a result of growth in the
portfolio. As a percent of total revenues, general and administrative expenses decréased from approximately 6%
for the year ended December 31, 2005 to approximately 4% for the year ended December 31, 2006, as a result of
achieving greater economies of scale with a larger portfolio of real estate assets.

Interest expense increased from approximately $25.1 million for the year ended December 31, 2005 to
approximately $42.9 million for the year ended December 31, 2006, primarily due to new mortgage notes and
mortgage notes assumed in connection with property acquisitions, as well as an increase in average borrowings
and the interest rate under our line of credit. Average borrowings under our line of credit increased from
approximately $23.1 million during 2005 to $176.7 million during 2006.
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We recognized a loss on early extinguishment of debt of approximately $1.1 million during the year ended
December 31, 2006 in connection with prepaying the University Circle Buildings mortgage note in January 2006.
The loss resulted from a prepayment penalty of approximately $5.7 million and a write-off of approximately
$0.6 million in deferred financing costs, partially offset by a write-off of the unamortized fair value adjustment to
debt of approximately $5.2 million.

Interest and other income decreased from approximately $9.6 million for the year ended December 31, 2005 to
approximately $7.7 million for the year ended December 31, 2006, primarily as a result of holding lower average
cash balances during 2006 due to timing differences between raising capital in our public offerings and closing
on property acquisitions.

Net income and net income per share decreased from approximately $12.5 million and $0.09, respectively, for
the year ended December 31, 2005 to approximately $11.3 million and $0.03, respectively, for the year ended
December 31, 2006, primarily due to a timing difference in raising capital through the issuance of shares under
our public offerings i‘n advance of investing a portion of such capital in real estate assets.

Portfolio Information

As of December 31, 2007, we owned interests in 57 office properties, one industrial building, one hotel, and one
office property under construction, located in 21 states and the District of Columbia. Fifty-four of these
properties are wholly owned and six are owned through consolidated joint ventures. As of December 31, 2007,
our office and industrial propertics were approximately 98% leased with an average lease term remaining of
approximately 7.3 years.

As of December 31, 2007, our five highest geographic concentrations were as follows:

2007 Annualized Rentable Percentage of
Gross Base Renis Square Feet 2007 Annualized
M {ins thousands) (in thousands) Gross Base Rents
Northern New Jersey ....................... $ 41,221 2,442 11%
Cleveland .......... ... ... . . .. 34912 1,321 9%
Atlanta .. ... .. e 30,483 1,777 8%
SanlJose ... .. . 28,339 451 8%
Chicago. ... ... i 24,520 1,441 7%
$159,475 7,432 E%

As of December 31, 2007, our five highest tenant industry concentrations were as follows:

2007 Annualized Rentable Percentage of
Gross Base Rents Square Feet 2007 Annualized
. I_ndu_qtrz (in thousands) (in thousands} Gross Base Rents
Legal Services ................ ... ........ $ 68,840 1,578 18%
Depository Institutions ................ S 52,467 1,848 14%
Business Services . ..., ... i 26,055 1,081 7%
Security & Commodity Brokers . .............. 22,000 702 6%
Communications . ............c.covirirnennn 19,778 1,115 5%

$189,140 6,324 50%
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As of December 31, 2007, our five highest tenant concentrations were as follows:

2007 Annualized Percentage of
Gross Base Rertts 2007 Annualized
m . (in thousands) Gross Base Rents
KeyBank ... e $20,456 5%
JonesDay ... .. e 17,986 5%
T.Rowe Price ........ ... i it 13,091 4%
Pershing . ... ... .. i e 11,288 3%
AT T e e ' 10,271 _3%
) $73,092 @%
For more information on our portfelio, see Item 2 above.
Funds From Operations *

Funds from operations (“FFQ™) is a non-GAAP financial measure and should not be viewed as an alternative to
net income as a measurement of our operating performance. We believe that FFO is a beneficial indicator of the
performance of equity REITs. Specifically, FFO calculations exclude factors such as depreciation and
amortization of real estate assets and gains or losses from sales of operating real estate assets. As such factors can
vary among owners of identical assets in similar conditions based on historical cost accounting and useful-life
estimates, FFO may provide a valuable comparison of operating performance between periods and with other
REITs. Management believes that accounting for real estate assets in accordance with GAAP implicitly assumes
that the value of real estate assels diminishes predictably over time. Since real estate values have historicalty
risen or fallen with market conditions, many industry investors and analysts have considered the presentation of
operating results for real estate companies that use historical cost accounting to be insufficient by themselves. As
a result, we believe that the use of FFO, together with the required GAAP presentation, provides a more complete
understanding of our performance relative to our competitors and a more informed and appropriate basis on
which to make decisions involving operating, financing, and investing activities. We calculate FFO in accordance
with the current National Association of Real Estate Investment Trusts (“NAREIT”) definition. However, other
REITs may not define FFQ in accordance with the NAREIT definition, or may interpret the current NAREIT
definition differently than we do.

In addition to presenting FFO in accordance with the current NAREIT definition, we also present FFQ, as
adjusted to exclude market value adjustments to interest rate swap contracts that do not qualify for hedge
accounting treatment. We believe that FFQ, as adjusted, is a meaningful supplemental measure of our operating
performance because, to the extent that the underlying contracts remain in effect for their respective terms, the
intra-term gains or losses will remain unrealized. While FFO, as adjusted, differs from NAREIT's definition of
FFO and, as a result, may not be comparable to that of other REITs and real estate companies, we believe that by
excluding the effects of market value adjustments to our interest rate swap contracts that do not qualify for hedge
accounting treatment (but that management has nonetheless entered into for hedging purposes), management and
investors are presented with an indicator of our operating performance that more closely achieves the intended
objectives of FFO disclosures because market value adjustments to swaps that qualify for hedge accounting
treatment are recorded in other comprehensive loss and do not impact net income under GAAP or, thus, the
calculation of FFO under the NAREIT definition.
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Reconciliations of net income (loss) to FFO and to FFO, as adjusted to exclude market value adjustments to our
derivative contracts, are presented below {in thousands):

For the year ended December 31,

2007 2006 2005

NetInCOmME (JOS8) .ttt ettt ittt e e e et e e e $ (4,668) $ 11,268 § 12,521
Add:

Depreciation of real assets ... ... ...ttt 61,289 47214 24,505

Amortization of lease-related costs .......... ... .. ... o il 115,540 84,704 43,210
B e 172,161 143246 80,236

Loss {gain) on interest rate swaps that do not qualify for hedge

accounting treatment ............iei i, e 12,173 (14) —
FFQ, as adjusted to exclude market value adjustments to our interest rate
swaps that do not qualify for hedge accounting treatment . . ............. $184,334 $143,232 $ 80,236

Weighted-average common shares outstanding . . ....................... 328,615 237373 139,680

Set forth below is additional information related to certain cash and noncash items included in or excluded from
net income (loss) above, which may be helpful in assessing our operating results. In addition,- cash flows
generated from FFO may be used to fund all or a portion of certain capitalizable items that are excluded from
FFO, such as capitalized interest, tenant improvements, building improvements, and deferred lease costs. Please
see the accompanying consolidated statements of cash flows for detail of our operating, investing, and financing
cash activities.

Noncash Items Included in Net Income {Loss):

+ Deferred rental revenues (including straight-line rental revenues) of approximately $16.4 million,
$22.7 million, and $15.7 million was recognized for the years ended December 31, 2007, 2006, and
2005, respectively;

* Deferred rental expenses included in operating expenses of approximately $0.4 million was recognized
for the year ended December 31, 2007;

* Amortization of above-market/below-market in-place leases of approximately $12.7 million,
$12.8 million, and $3.9 million was recognized for the years ended December 31, 2007, 2006, and 2005,
respectively;

»  Amortization of deferred financing costs, discounts on notes payable, and interest accrued into the basis
of notes payable of approximately $8.6 million, $0.9 million, and $1.4 million was recognized as
interest expense for the years ended December 31, 2007, 2006, and 2003, respectively;

»  Approximately $0.5 million was recognized as a loss on foreign currency exchange contract for the year
ended December 31, 2007,

*  Approximately $1.1 million was recognized as a loss on early extinguishment of debt for the year ended
December 31, 2006 in connection with prepayment of the University Circle Buildings mortgage note
during January 2006; and

Cash Item Excluded from Net Income (Loss):

= Master lease proceeds recorded as adjustments to the basis of real estate assets in the period acquired of
approximately $1.4 million, $6.3 million, and $15.4 million were collected during the years ended
December 31, 2007, 2006, and 20035, respectively. We consider master lease proceeds when determining
cash available for dividends to our stockholders.
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Election as a REIT

We have elected to be taxed as a REIT under the Internal Revenue Code of 1986, as amended (the “Code™), and
have operated as such beginning with our taxable year ended December 31, 2003. To qualify as a REIT, we must
meet certain organizational and operational requirements, including a requirement to distribute at least 90% of
our adjusted taxable income, as defined in the Code, to our stockholders, computed without regard to the
dividends-paid deduction and by excluding our net capital gain. As a REIT, we generally will not be subject to
federal income tax on income that we distribute to our stockholders. If we fail to qualify as a REIT in any taxable
year, we will then be subject to federal income taxes on our taxable income for that year and for the four years
following the year during which qualification is lost, unless the Internal Revenue Service grants us relief under
certain statutory provisions. Such an event could materially adversely affect our net income and net cash
available for distribution to our stockholders. However, we believe that we are organized and operate in such a
manner as to qualify for treatment as a REIT for federal income tax purposes.

Wells TRS II, LLC (“Wells TRS™) is a wholly owned subsidiary of Wells REIT II that is organized as a
Delaware limited liability company and includes the operations of, among other things, a full-service hotel. We
have elected to treat Wells TRS as a taxable REIT subsidiary. We may perform additional, non-customary
services for tenants of buildings that we own through Wells TRS, including any real estate or non-real estate
related services; however, any earnings related to such services are subject to federal and state income taxes. In
addition, for us to continue to qualify as a REIT, our investments in taxable REIT subsidiaries cannot exceed
20% of the value of our total assets. Deferred tax assets and liabilities are established for temporary differences
between the financial reporting basis and the tax basis of assets and liabilities at the enacted rates expected to be
in effect when the temporary differences reverse.

No provision for federal income taxes has been made in our accompanying consolidated financial statements,
other than the provision relating to Wells TRS, as we made distributions in excess of taxable income for the
periods presented. We are subject to certain state and local taxes related to property operations in certain
locations, which have been provided for in our accompanying consolidated financial statements.

Inflation

We are exposed to inflation risk, as income from long-term leases is the primary source of our cash flows from
operations, There are provisions in the majority of our tenant leases that are intended to protect us from, and
mitigate the risk of, the impact of inflation. These provisions include rent steps, reimbursement billings for
operating expense pass-through charges, real estate tax and insurance reimbursements on a per-square-foot basis,
or in some cases, annual reimbursement of operating expenses above a certain per-square-foot allowance.
However, due to the long-term nature of the leases, the leases may not reset frequently enough to fully cover
inflation.

Application of Critical Accounting Policies

Our accounting policies have been established to conform with GAAP. The preparation of financial statements in
conformity with GAAP requires management to use judgment in the application of accounting policies, including
making estimates and assumptions. These judgments affect the reported amounts of assets and liabilities and
disclosure of contingent assets and liabilities at the dates of the financial statements and the reported amounts of
revenue and expenses during the reporting periods. If our judgment or interpretation of the facts and
circumstances relating to various transactions had been different, it is possible that different accounting policies
would have been applied, thus resulting in a different presentation of the financial statements. Additionally, other
companies may utilize different estimates that may impact comparability of our results of operations to those of
companies in similar businesses.

The critical accounting policies outlined below have been discussed with members of the audit committee of the
board of directors.
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Investment in Real Estate Assets

We are required to make subjective assessments as to the useful lives of our depreciable assets. We consider the
period of future benefit of the asset to determine the appropriate useful lives. These assessments have a direct
impact on net income. The estimated useful lives of our assets by class are as follows:

Buildings ........... ... ... .. ... ... 40 years
Building improvements .................. 5-25 years
Tenant improvements . ................... Shorter of economic life or lease term

Intangible lease assets ................... Lease term

Allocation of Purchase Price of Acquired Assets

Upon the acquisition of real properties, we allocate the purchase price of properties to tangible assets, consisting
of land and building, and identified intangible assets and liabilities, including the value in-place leases, based in
each case on our estimate of their fair values.

The fair values of the tangible assets of an acquired property (which includes land and building) are determined
by valuing the property as if it were vacant, and the “as-if-vacant” value is then allocated to land and building
based on our determination of the relative fair value of these assets. We determine the as-if-vacant fair value of a
property using methods similar to those used by independent appraisers. Factors we consider in performing these
analyses include an estimate of carrying costs during the expected lease-up periods considering current market
conditions and costs to execute similar leases, including leasing commissions and other related costs. In
estimating carrying costs, we include real estate taxes, insurance, and other operating expenses during the
expected lease-up periods based on current market demand.

Intangible Assets and Liabilities Arising from In-Place Leases where We are the Lessor

As further described below, in-place leases where we are the lessor may have values related to: direct costs
associated with obtaining a new tenant, opportunity costs associated with lost rentals that are avoided by
acquiring an in-place lease, tenant relationships, and effective contractual rental rates that are above or below
market rates:

* Direct costs associated with obtaining a new tenant, including commissions, tenant improvements and
other direct costs, are estimated based on management’s consideration of current market costs to execute
a similar lease. Such direct costs are included in intangible lease origination costs in the accompanying
consolidated balance sheets and are amortized to expense over the remaining terms of the respective
leases.

* The value of opportunity costs associated with lost rentals avoided by acquiring an in-place lease is
calculated based on the contractual amounts to be patd pursuant to the in-place leases over a market
absorption period for a similar lease. Such opportunity costs are included in intangible lease assets in the
accompanying consolidated balance sheets and are amortized to expense over the remaining terms of the
respective leases.

* The value of lenant relationships is calculated based on expected renewal of a lease or the likelihood of
obtaining a particular tenant for other locations. Values associated with tenant relationships are included
in intangible lease assets in the accompanying consolidated balance sheets and are amortized to expense
over the remaining terms of the respective leases.
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» The value of effective rental rates of in-place leases that are above or below the market rates of
comparable leases is calculated based on the present value (using a discount rate that reflects the risks
associated with the leases acquired) of the difference between (i) the contractual amounts to be received
pursuant to the in-place leases and (ii) management’s estimate of fair market lease rates for the
corresponding in-place leases, measured over a period equal to the remaining terms of the leases. The
capitalized above-market and below-market lease values are recorded as intangible lease assets or
liabilities and amortized as an adjustment to rental income over the remaining terms of the respective
leases.

Intangible Assets and Liabilities Arising from In-Place Leases where We are the Lessee

In-place ground leases where we are the lessee may have value associated with effective contractual rental rates
that are above or below market rates. Such values are calculated based on the present value (using a discount rate
that reflects the risks assoctated with the leases acquired) of the difference between (i) the contractual amounts to
be paid pursuant to the in-place lease and (ii) management’s estimate of fair market lease rates for the
corresponding in-place lease, measured over a period equal to the remaining terms of the leases. The capitalized
above-market and below-market in-place lease values are recorded as intangible lease liabilities or assets and
amortized as an adjustment to property operating cost over the remaining term of the respective leases.

Valuation of Real Estate Assels

We continually monitor events and changes in circumstances that could indicate that the carrying amounts of the
real estate and related intangible assets of both operating properties and properties under construction, in which
we have an ownership interest, either directly or through investments in joint ventures, may not be recoverable.
When indicators of potential impairment are present that suggest that the carrying amounts of real estate and
related intangible assets may not be recoverable, we assess the recoverability of these assets by determining
whether the carrying value will be recovered through the undiscounted future operating cash flows expected from
the use of the asset and its eventual disposition. In the event that such expected undiscounted future cash flows
do not exceed the carrying value, we decrease the carrying value of the real estate and related intangible assets to
the estimated fair values, pursuant to the provisions of SFAS No. 144, Accounting for the Impairment or
Disposal of Long-Lived Assets, and recognize an impairment loss. Estimated fair values are calculated based on
the following information, in order of preference, dependent upon availability: (i) recently quoted market prices,
(ii) market prices for comparable properties, or (i) the present value of undiscounted cash flows, including
estimated salvage value. We have determined that there has been no impairment in the carrying value of our real
estate assets to date.

Projections of expected future operating cash flows require that we estimate future market rental income amounts
subsequent to the expiration of current lease agreements, property operating expenses, the number of months it
takes to re-lease the property, and the number of years the property is held for investment, among other factors.
The subjectivity of assumptions used in the future cash flow analysis, including discount rates, could result in an
incorrect assessment of the property’s fair value and could result in the misstatement of the carrying value of our
real estate and related intangible assets and net income.

Related-Party Transactions and Agreements

We have entered into agreements with our advisor, Wells Capital, and its affiliates, whereby we pay certain fees
and reimbursements to Wells Capital or its affiliates, for acquisition fees, commissions, dealer-manager fees,
asset and property management fees, construction fees, reimbursement of other offering costs, and
reimbursement of operating costs. See Note 9 to our accompanying consolidated financial statements included
herein for a discussion of the various related-party transactions, agreements, and fees.
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Commitments and Contingencies

We are subject to certain commitments and contingencies with regard to certain transactions. Refer to Note 5 of
our accompanying consolidated financial statements for further explanation. Examples of such commitments and
contingencies include:

« Property under construction

* Properties under contract;

* Obligations under operating leases;

« Obligations under capital leases;

+ Commitments under existing lease agreements; and

« Litigation.

Subsequent Events
Sale of Shares of Common Stock

From January 1, 2008 through February 29, 2008, we raised approximately $100.0 million through the issuance
of approximately 10.0 million shares of our common stock under our follow-on offering. As of February 29,
2008, approximately 123.3 million shares remained available for sale to the public under the follow-on offering,
exclusive of shares available under our dividend reinvestment plan.

Property Under Contract

On February 22, 2008 we entered into an agreement to purchase five office buildings containing
approximately one million rentable square feet located in an office park in Atlanta, Georgia for $275.3 million,
exclusive of closing costs. In connection with the execution of the agreement, we paid a deposit of $3.0 million
to an escrow agent, which will be applied to the purchase price at closing.

Declaration of Dividends

On March 3, 2008, our board of directors declared dividends for the second quarter of 2008 in an amount equal
to an annualized dividend of $0.60 per share to be paid in June 2008. Such quarterly dividends are payable to the
stockholders of record at the close of business on each day during the period from March 16, 2008 through
June 15, 2008,
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ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

As a result of our debt facilities, we are exposed to interest rate changes. Our interest rate risk management
objectives are to limit the impact of interest rate changes on earnings and cash flow primarily through a low to
moderate level of overall borrowings. However, we currently have a substantial amount of debt outstanding. We
manage our ratio of fixed- to floating-rate debt with the objective of achieving a mix that we believe is
appropriate in light of anticipated changes in interest rates. We closely monitor interest rates and will continue to
consider the sources and terms of our borrowing facilities to determine whether we have appropriately guarded
ourselves against the risk of increasing interest rates in future periods.

Additionally, we have entered into interest rate swaps, and may enter into other interest rate swaps, caps, or other
arrangements in order to mitigate our interest rate risk on a related financial instrument. We do not enter into
derivative or interest rate transactions for speculative purposes; however, certain of our derivatives may not
qualify for hedge accounting treatment. All of our debt was entered into for other than trading purposes. As of
December 31, 2007 and 2006, the estimated fair value of our lines of credit and notes payable was $919.6 million
and $769.2 million, respectively.

Our financial instruments consist of both fixed- and variable-rate debt. As of December 31, 2007, our
consolidated debt consisted of the following, in thousands:

2008 2009 2010 2011 2012 Thereafter Total
Maturing debt:
Effectively variable rate debt .. ... .. $84000 $— % — $ — $ — § — 584000
Effectively fixed rate debt™ ....... $114,663 $962 $24067 $47,579 $52,784 S5604,242 $844,297
Average interest rate:
Effectively variable rate debt ... .... 598% — — — — — 5.98%
Effectively fixed rate debtt"t . . ... ... 487% 6.11% 5.11% 4.65% 5.06% 5.81% 5.55%

M Includes a $14.2 million loan with interest-free terms. For the purposes of calculating the average interest
rate, this loan was assumed to accrue interest at an imputed rate of 5.43%.

Our financial instruments consist of both fixed-rate and variable-rate debt. Our variable rate borrowings consist of the
Wachovia Line of Credit, the 222 E. 415 Street Building mortgage note and the 80 Park Plaza Building mortgage note;
however, only the Wachovia Line of Credit bears interest at an effectively vanable rate, as the variable rates on the
222 E. 41% Street Building mortgage note and the 80 Park Plaza Building mortgage note have been effectively fixed
through the interest rate swap agreements described below. As of December 31, 2007, we had $84.0 million
outstanding on the Wachovia Line of Credit; $133.3 million outstanding on the 222 E. 41 Street Building mortgage
note: $49.9 million outstanding on the 80 Park Plaza Building mortgage note; $4.9 million outstanding on the fixed-
rate, Bank Zenit Line of Credit; and $656.2 million outstanding on fixed-rate, term mortgage loans. The weighted-
average interest rate of all our debt instrumenits was 5.59% as of December 31, 2007.

The Wachovia Line of Credit is subject to interest costs based on, at our option, LIBOR for 7-, 30-, 60-, 90-, or
180-day periods, plus an applicable margin ranging from 0.85% to 1.20% (“LIBOR Loans™), or the floating base
rate. The applicable margin for LIBOR Loans is based on the ratio of debt-to-total asset value. The base rate for
any day is the higher of Wachovia’s prime rate for such day, or the Federal Funds Rate for such day plus 50 basis
points. The maturity date of May 9, 2008 was extended to May 9, 2009 in January 2008, An increase in the
variable interest rate on this line of credit constitutes a market risk, as an increase in rates would increase interest
incurred and, therefore, decrease cash flows available for distnbution to stockholders.

The 80 Park Plaza Building mortgage note was used to purchase the 80 Park Plaza Building. The note bears
interest at LIBOR plus 130 basis points (approximately 6.23% per annum as of December 31, 2007) and matures
in September 2016. In connection with obtaining the 80 Park Plaza Building mortgage note, we entered into an
interest rate swap agreement to hedge exposure to changing interest rates. The interest rate swap agreement has
an effective date of September 22, 2006 and terminates September 21, 2016. The terms of the interest rate swap
agreement effectively fix our interest rate on the 80 Park Plaza Building mortgage note at 6.575% per annum.
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The 222 E. 41st Street Building mortgage note was used to purchase the 222 E, 4]st Street Building. The note
bears interest at LIBOR plus 120 basis points (approximately 6.23% per annum as of December 31, 2007} and
matures in August 2017. In connection with obtaining the 222 E. 41st Street Building mortgage note, we entered
into an interest rate swap agreement to hedge exposure to changing interest rates. The interest rate swap
agreement has an effective date of August 16, 2007 and terminates August 16, 2017. Under the terms of the
interest rate swap agreement, we will pay monthly interest at a fixed rate of 5.475% per annum and receive
LIBOR-based monthly interest payments. The interest rate swap effectively fixes our interest rate on the
222 E. 41st Street Building mortgage note at 6.675%.

Approximately $844.3 million of our total debt outstanding as of December 31, 2007 is subject to fixed rates,
either directly or when coupled with an interest rate swap agreement. As of December 31, 2007, these balances
incurred interest expense at an average interest rate of 5.55% and have expirations ranging from 2008 through
2018. A change in the market interest rate impacts the net financial instrument position of our fixed-rate debt
portfolio; however, it has no impact on interest incurred or cash flows. As of December 31, 2007, a 1.0% change
in interest rates would result in a change in interest expense on our variable-rate debt portfolio of approximately
$0.8 million per year. The amounts outstanding on our variable-rate debt facilities in the future will largely
depend upon the level of investor proceeds raised under our public offering and the rate at which we are able to
employ such proceeds in acquisitions of real properties.

We do not believe there is any exposure to increases in interest rates related to the capital lease obligations of
$78.0 million at December 31, 2007, as the obligations are at fixed interest rates.

Foreign Currency Risk

We are also subject to foreign exchange risk arising from our foreign operations in Russia. Foreign operations
represented 0.9% of total assets at December 31, 2007 and 0% of total revenue for the year ended December 31,
2007. Assuming foreign exchange rates decreased 10% from the December 31, 2007 level. the consolidated
financial statements would not have been materially affected.

ITEM 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA

The financial statements and supplemenfary data filed as part of this report are set forth beginning on page F-1 of
this report.

ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON ACCOUNTING AND
FINANCIAL DISCLOSURE

There were no changes in or disagreements with our independent registered public accountants during the years
ended December 31, 2007 or 2006.

ITEM9A(T). CONTROLS AND PROCEDURES
Management’s Conclusions Regarding the Effectiveness of Disclosure Controls and Procedures

We carried out an evaluation, under the supervision and with the participation of management, including the
Principal Executive Officer and Principal Financial Officer, of the effectiveness of the design and operation of
our disclosure controls and procedures pursuant to Rule 13a-15(e) under the Securities Exchange Act of 1934 as
of the end of the period covered by this report. Based upon that evaluation, the Principal Executive Officer and
Principal Financial Officer concluded that our disclosure controls and procedures were effective as of the end of
the period covered by this annual report in providing a reasonable level of assurance that information we are
required to disclose in reports that we file or submit under the Securities Exchange Act of 1934 is recorded,
processed, summarized, and reported within the time periods in SEC rules and forms, including providing a
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reasonable level of assurance that information required to be disclosed by us in such reports is accumulated and
communicated to our management, including our Principal Executive Officer and our Principal Financial Officer,
as appropriate to allow timely decisions regarding required disclosure.

Internal Control Over Financial Reporting

Our management is responsible for establishing and maintaining adequate internal control over financial
reporting, as defined in Rules 13a-15(f) and 15d-15(f) under the Securities Exchange Act of 1934, as a process
designed by, or under the supervision of, the Principal Executive Officer and Principal Financial Officer and
effected by our management and other personnel to provide reasonable assurance regarding the reliability of
financial reporting and the preparation of financial statements for external purposes in accordance with GAAP
and includes those policies and procedures that:

« pertain to the maintenance of records that in reasonable detail accurately and fairly reflect the
transactions and disposition of our assets;

+ provide reasonable assurance that the transactions are recorded as necessary to permit preparation of
financial statements in accordance with GAAP, and that our receipts and expenditures are being made
only in accordance with authorizations of management and/or members of the board of directors; and

« provide reasonable assurance regarding prevention or timely detection of unauthorized acquisition, use
or disposition of our assets that could have a material effect on the financial statements.

Because of the inherent limitations of internal control over financial reporting, including the possibility of human
error and the circumvention or overriding of controls, material misstatements may not be prevented or detected
on a timely basis. In addition, projections of any evaluation of effectiveness to future periods are subject to the
risks that controls may become inadequate because of changes and conditions or that the degree of compliance
with policies or procedures may deteriorate. Accordingly, even internal controls determined to be effective can
provide only reasonable assurance that the information required to be disclosed in reports filed under the
Securities Exchange Act of 1934 is recorded, processed, summarized and represented within the time periods
required.

Our management has assessed the effectiveness of our internal control over financial reporting at December 31,
2007. To make this assessment, we used the criteria for effective internal control over financial reporting
described in Internal Control—Integrated Framework issued by the Committee of Spensoring Organizations of
the Treadway Commission (COSO). Based on this assessment, our management believes that, as of
December 31, 2007, our system of internal control over financial reporting met those criteria.

This annual report does not include an attestation report of our registered public accounting firm regarding
internal control over financial reporting. Management’s report was not subject to attestation by our registered
public accounting firm pursuant to temporary rules of the SEC that permit us to provide only management’s
report in this annual report.

Changes in Internal Control Over Financial Reporting

There have been no significant changes in our internal control over financial reporting during the quarter ended
December 31, 2007 that have materially affected, or are reasonably likely to materially affect, our internal
control over financial reporting.

ITEM 9B. OTHER INFORMATION

For the quarter ended December 31, 2007, all items required to be disclosed under Form 8-K were reported under
Form 8-K.
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PART III

We will file a definitive Proxy Statement for our 2008 Annual Meeting of Stockholders (the “2008 Proxy
Statement”) with the Securities and Exchange Commission, pursuant to Regulation 14A, not later than 120 days
after the end of our fiscal year. Accordingly, certain information required by Part 1II has been omitted under
General Instruction G(3) to Form 10-K. Only those sections of the 2008 Proxy Statement that specifically address
the items required to be set forth herein are incorporated by reference.

ITEM 10. DIRECTORS, EXECUTIVE OFFICERS, AND CORPORATE GOVERNANCE

We have adopted a Code of Ethics that applies to all of our executive officers and directors, including but not
limited to, our principal executive officer and principal financial officer. Our Code of Ethics may be found at
hitp:fiwww.wellsreitli.com.

The other information required by this ltem is incorporated by reference from our 2008 Proxy Statement.

Section 16(a) Beneficial Ownership Reporting Compliance

Under U.S. securities laws, directors, executive officers and any persons beneficially owning more than 10% of
our common stock are required to report their initial ownership of the common stock and most changes in that
ownership to the SEC. The SEC has designated specific due dates for these reports, and we are required to
identify in this annual report on Form 10-K those persons who did not file these reports when due. Based solely
on our review of copies of the reports filed with the SEC and written representations of our directors and
executive officers, we believe all persons subject to these reporting requirements filed the reports on a timely
basis in 2007 except as follows: one report disclosing six transactions that were not reported on a timely basis
was filed late by Mr. Wells and one report disclosing one transaction was filed late by Mr, Fretz, Mr. Pinkerton,
and Mr. Carter.

ITEM 11. EXECUTIVE COMPENSATION

The information required by this Item is incorporated by reference from our 2008 Proxy Statement.

ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT
- AND RELATED SHAREHOLDER MATTERS

The information required by this ltem is incorporated by reference from our 2008 Proxy Statement.

ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS, AND DIRECTOR
INDEPENDENCE

Certain information required by this [tem is incorporated by reference from our 2008 Proxy Statement.

Transactions with Affiliates

Our charter requires our Conflicts Committee to review and approve all transactions involving our affiliates and
us. Prior to entering inte a transaction with an affiliate that is not covered by our advisory agreement with our
advisor a majority of the Conflicts Committee must conclude that the transaction is fair and reasonable to us and
on terms and conditions not less favorable to us than those available from unaffiliated third parties. In addition,
our Code of Ethics lists examples of types of ransactions with affiliates that would create prohibited conflicts of
interest. Under the Code of Ethics, our officers and directors are required to bring potential conflicts of interest to
the attention of the chairman of our Audit Committee promptly. The Conflicts Committee has reviewed the
material transactions between our affiliates and us since the beginning of 2007 as well as any such currently
proposed transactions. Set forth below is a deseription of such transactions and the committee’s report on their
fairness.
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Our Relationship with Wells Capital

Our executive officers, Leo F. Wells, HI, Douglas P. Williams, and Randall D. Fretz, are also executive officers
of Wells Capital, our advisor. Mr. Wells is the sole director of our advisor and indirectly owns 100% of its
equity. Since 2003, our advisor has provided our day-to-day management. Among the services provided by our
advisor under the terms of an advisbry agreement are the following:

* real estate acquisition services;

*  asset management services;

« real estate disposition services;

+  property management oversight services; and

« administrative services,

QOur advisor is at all times subject to the supervision of our board of directors and only has such authority as we
may delegate to it as our agent. The term of our advisory agreement runs through April 30, 2008 and is subject to
an unlimited number of successive one-year renewals upon mutual consent of the parties. From January 1, 2007
through the most recent date practicable, which was December 31, 2007, we have compensated our advisor as set
forth below.

We have incurred acquisition fees payable to our advisor equal to 2.0% of gross proceeds from our public
offerings of common stock for services in connection with the selection, purchase, development, or construction
of real property. We incur such acquisition fees upon receipt of proceeds from the sale of shares. Acquisition fees
from January 1, 2007 through December 31, 2007 totaled approximately $19.3 million. '

Our advisor bears substantially all of our organization and offering costs other than our payment of seiling
commissions and dealer-manager fees. We reimburse our advisor for up to 2.0% of our gross offering proceeds
for organization and offering costs, including legal, accounting, printing, and other accountable offering costs.
From January 1, 2007 through December 31, 2007, we incurred approximately $9.7 million of organization and
offering expenses.

For asset management services, we pay our advisor a monthly fee equal to one-twelfth of 0.75% of the cost of
(i) the occupied properties we own and (ii) our investments in joint ventures. These fees are limited to 1.0% of
the net asset value of the properties included in the above calculation, calculated on a quarterly basis. Asset
management fees incurred from January 1, 2007 through December 31, 2007 totaled approximately
$25.9 million,

Additionally, we reimburse our advisor for all costs and expenses it incurs in fulfilling its asset management and
administrative duties, which may include wages, salaries, taxes, insurance, benefits, information technology,
legal and travel, and other out-of-pocket expenses of employees engaged in ongeing management,
administration, operations, and marketing functions on our behalf. We do not, however, reimburse our advisor
for personnel costs in connection with services for which our advisor receives acquisition fees or real estate
commissions. Administrative reimbursements from January 1, 2007 through December 31, 2007 totaled
approximately $8.8 million. ‘

The Conflicts Committee considers our relationship with the advisor during 2007 to be fair. The Conflicts
Committee evaluated the performance of the advisor and the compensation paid to the advisor in connection with
its decision to renew the advisory agreement through April 30, 2008. The Conflicts Commiitee believes that the
amounts payable to the advisor under the advisory agreement are similar to those paid by other publicly offered,
unlisted, externally advised REITs and that this compensation was appropriate in order for the advisor to provide
the desired level of services to us and our stockholders. The Conflicts Committee bases its evatuation of the
advisor on factors such as (a) the amount of the fees paid to the advisor in relation to the size, composition, and
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performance of our portfolio; (b) the success of the advisor in generating opportunities that meet our investment
objectives; {c) rates charged to other REITs and to investors other than REITSs by advisors performing the same
or similar services; (d} additional revenues realized by the advisor and its affiliates through their relationship
with us, including loan administration, underwriting or broker commissions, servicing, engineering, inspection,
and other fees; (e) the quality and extent of service and advice furnished by the advisor; (f) the performance of
our portfolio, including income, conservation or appreciation of capital, frequency of problem investments, and
competence in dealing with distress situations; and (g) the quality of our portfolio relatwe to the investments
generated by the advisor for its own account.

The Conflicts Committee is currently in negotiations with our advisor with respect to a renewed advisory
agreement with a one-year term. The terms of any such renewal are expected to be no less favorable to us lhan
those in our current advisory agreement.

Our Relationship with WIS

Mr. Wells indirectly owns 100% of our dealer-manager, WIS. In addition, Messrs. Fretz and Williams are
directors of WIS. Our dealer-manager is entitled to receive selling commissions of 7% of aggregate gross
offering proceeds. Commencing with the dividends paid in December 2005, we ceased paying selling
commissions in connection with the sale of our shares under the dividend reinvestment plan. Previously, we had
paid selling commissions of 3% of aggregate gross offering DRP proceeds. WIS reallows 100% of these selling
commissions to broker dealers participating in our public offering. In the event of the sale of shares through an
investment advisory representative in which the representative is compensated on a fee-for-service basis by the
investor (or through a bank acting as a trustee or fiduciary), the dealer-manager waives its right to a commission,
with a corresponding reduction in the purchase price of shares sold in our offering. From January 1, 2007 through
December 31, 2007, we incurred selling commissions of $62.1 million to WIS, of which approximately 100%
was reallowed to participating broker dealers.

WIS also earns a dealer-manager fee of 2.5% of aggregate gross offering proceeds. WIS may re-allow to
participating broker dealers up to 1.5% of aggregate gross offering proceeds. There is no dealer-manager fee for
shares sold under the dividend reinvestment program. In the event of the sale of shares through an independent
investment advisar (or bank acting as trustee or fiduciary), the dealer-manager reduces its dealer-manager fee to
1.5% of gross offering proceeds with a corresponding reduction in the purchase price of the shares. WIS earned
dealer-manager fees from us of approximately $24.3 million from January 1, 2007 through December 31, 2007,
of which approximately $11.9 million was reallowed to participating broker dealers.

The Conflicts Committee believes that this arrangement with WIS is fair. The compensation payable to WIS
reflects our belief that such selling commissions and dealer-manager fees will maximize the likelihood that we
will be able to achieve our goal of acquiring a large, diversified portfolio of high-quality, income-producing
properties.

Our Relationship with Wells Management

On November 24, 2007, our property management, leasing, and construction management agreement with Wells
Management automatically renewed for another one-year term. Mr. Wells indirectly owns 100% of Wells
Management. In consideration for supervising the management, leasing, and construction of certain of our
properties, we pay the following fees to Wells Management:

» For each property for which Wells Management provides property management services, we pay Wells
Management a market-based property management fee based on gross monthly income of the property.
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»  For each property for which Wells Management provides leasing agent services, Wells Management is
entitled to: (i) a one-time fee in an amount not to exceed one-month’s rent for the initial rent-up of a
newly constructed building; (ii) a market-based commission based on the net rent payable during the
term of a new lease; (iii) a market-based commission based on the net rent payable during the term of
any renewal or extension of any tenant lease; and (iv) a market-based commission based on the net rent
payable with respect to expansion space for the remaining portion of the initial lease term.

+ For each property for which Wells Management provides construction management services, Wells
Management is entitled to receive from us that portion of lease concessions for tenant-directed
improvements that are specified in the lease or lease renewal, subject to a limit of 5% of such lease
concessions and a management fee to be determined for other construction management activities.

The Conflicts Committee believes that these arrangements with Wells Management are fair and reasonable and

on terms and conditions no less favorable to us than those available from unaffiliated third parties. Property
management fees incurred from January 1, 2007 through December 31, 2007 were $2.1 million.

ITEM 14. PRINCIPAL ACCOUNTANT FEES AND SERVICES

The information required by this Item is incorporated by reference from our 2008 Proxy Statement.

50




PART IV

ITEM 15. EXHIBITS AND FINANCIAL STATEMENT SCHEDULES
(a) 1. Alist of the financial statements contained herein is set forth on page F-1 hereof.
(a) 2. Schedule Ill—Real Estate Assets and Accumulated Depreciation

Information with respect to this itlem begins on page S-1 hereof. Other schedules are omitted
because of the absence of conditions under which they are required or because the required
information is given in the financial statements or notes thereto.

(a) 3. The Exhibits filed in response to Item 601 of Regulation S$-K are listed on the Exhibit Index
attached hereto.

(b) See (a) 3 above.
(c) See (a) 2 above.
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SIGNATURES

Pursuant to the requirements of Sections 13 or 15(d} of the Securities Exchange Act of 1934, the registrant has
duly caused this report to be signed on its behalf by the undersigned, thereunto duly authorized this 27th day of
March 2008.

Wells Real Estate Investment Trust I1, Inc.
(Registrant)

By: /s/ LEO F. WELLS, Ill

Leo F. Wells, 111
President and Director

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below by the
following persons on behalf of the Registrant and in the capacity as and on the date indicated.

Signature Title Date

/s/ CHARLES R. BROWN Independent Director March 27, 2008
Chartes R. Brown

Independent Director

Richard W. Carpenter

Independent Director

Bud Carter

/s/ E. NELSON MILLS Independent Director March 27, 2008
E. Nelson Mills

/s NEIL H. STRICKLAND Independent Director March 27, 2008
Neil H. Strickland

/sf LEo F. WELLS, III President and Director March 27, 2008
Leo F. Wells, I {Principal Executive Officer)
18/ DOUGLAS P. WILLIAMS Executive Vice President, Secretary, March 27, 2008
Douglas P. Williams Treasurer, and Director

{(Principal Financial and Accounting

Officer)
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EXHIBIT INDEX
TO
2007 FORM 10-K
OF
WELLS REAL ESTATE INVESTMENT TRUST I, INC.

The following documents are filed as exhibits to this report. Exhibits that are not required for this report are

omitted.

Exhibit Number

Description

3.1

32

33

4.1

4.2

4.3

44

10,1 %%+
10.2%*

10.3

10.4**

10.5%*

10.11%+*

Amended and Restated Articles of Incorporation (incorporated by reference to Exhibit 3.1 to
Amendment No. 3 to the Registration Statement on Form S-11 (No. 333-107066) filed with
the Commission on November 25, 2003 (the “IPO Registration Statement”))

Amended and Restated Bylaws {incorporated by reference to Exhibit 3.2 to the Company’s
Quarterly Report on Form 10-Q for the quarter ended June 30, 2007)

Amendment No. 1 to Amended and Restated Bylaws (incorporated by reference to Exhibit 3.3
to the Company’s Quarterly Report on Form 10-Q for the quarter ended June 30, 2007)

Form of Subscription Agreement with Consent to Electronic Delivery (incorporated by
reference to Appendix A to the Prospectus included in Amendment No. 1 to the Registration
Statement on Form S-11 (No. 333-125643) filed with the Commission on October 19, 2005
(the “Follow-on Registration Statement™))

Statement regarding restrictions on transferability of shares of commeon stock (to appear on
stock certificate or to be sent upon request and without charge to stockholders issued shares
without certificates) (incorporated by reference to Exhibit 4.2 to the IPO Registration
Statement)

Amended and Restated Dividend Reinvestment Plan (incorporated by reference to Appendix
B to the Prospectus included in the Follow-on Registration Statement)

Description of Share Redemption Plan (incorporated by reference to Exhibit 4.4 to the
Company’s Quarterly Report on Form 10-Q for the quarter ended June 30, 2007)

Advisory Agreement between the Company and Wells Capital, Inc. dated February 20, 2008

Form of Dealer Manager Agreement between the Company and Wells Investment Securities,
Inc. (incorporated by reference to Exhibit 1.1 to the Follow-on Registration Statement)

Agreement of Limited Partnership of Wells Operating Partnership II, L.P. {(incorporated by
reference to Exhibit 10.2 to Amendment No. 2 to the Registration Statement on Form S-11
(No. 333-107066) filed with the Commission on October 17, 2003)

Stock Option Plan (incorporated by reference to Exhibit 10.3 to Amendment No. | to the
Registration Statement on Form S$-11 (No. 333-107066) filed with the Commission on
September 23, 2003 (“Amendment No. | to IPO Registration Statement™))

Independent Director Stock Option Plan (incorporated by reference to Exhibit 104 to
Amendment No. 1 to [PO Registration Statement)

Master Property Management, Leasing and Construction Agreement among Wells
Management Company, Inc., the Company and Wells Operating Partnership 11, L.P., dated
November 24, 2004 (incorporated by reference to Exhibit 10.8 to Post-Effective Amendment
No. 8 to the Registration Statement on Form S$-11 (No. 333-107066) filed with the
Commission on February 22, 2005)




Exhibit Number Description

10.13 Credit Agreement dated as of May 9, 2005 by and among Wells Operating Partnership 11,
L.P., as borrower, Wachovia Bank, N.A., as administrative agent, and the other financial
institutions parties thereto (incorporated by reference to Exhibit 10.9 to Post-Effective
Amendment No. 9 to the Registration Statement on Form S-11 (No. 333-107066) filed with
the Commission on May 23, 2005)

21.1% Subsidiaries of the Registrant

3L.1* Certification of the Chief Executive Officer of the Company, pursuant to Securities Exchange
Act Rules 13a-14(a) as adopted pursuant to Section 302 of the Sarbanes-Oxley Act of 2002

31.2* Centification of the Chief Financial Officer of the Company, pursuant to Securities Exchange
Act Rules 13a-14(a) as adopted pursuant to Section 302 of the Sarbanes-Oxley Act of 2002

321+ Certification of the Chief Executive Officer and Chief Financial Officer of the Company,
pursuant to 18 U.S.C. Section 1350 as adopted pursuant to Section 906 of the Sarbanes-Oxley
Act of 2002

*  Filed herewith.
**  Represents management contract or compensatory plan or arrangement.
54




INDEX TO CONSOLIDATED FINANCIAL STATEMENTS

Financial Statements

Report of Independent Registered Public Accounting Firm ... ... ... ... i i
Consolidated Balance Sheets as of December 31,2007 and 2006 .............. [

Consolidated Statements of Operations for the Years Ended
December 31,2007, 2006, and 2005 ... ... e e et e e

Consolidated Statements of Stockholders’ Equity for the Years Ended
December 31,2007, 2006,and 2005 .......... ... .. ..., PETTROU

bonso]idaled Statements of Cash Flows for the Years Ended
December 31,2007, 2006, and 2005 . ... ... i e e e

Notes to Consolidated Financial Statements .. ........ . ... .. i iinas e




REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

Board of Directors and Stockholders
Wells Real Estate Investment Trust 11, Inc.

We have audited the accompanying consolidated balance sheets of Wells Real Estate Investment Trust I1, Inc. as
of December 31, 2007 and 2006, and the related consolidated statements of operations, stockholders’ equity, and
cash flows for each of the three years in the period ended December 31, 2007. Our audits also inciuded the
financial statement schedule listed in the index at Item 15(a). These financial statements and schedule are the
responsibility of the Company’s management. Our responsibility is to express an opinion on these financial
statements and schedule based on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board
(United States). Those standards require that we plan and perform the aundit to obtain reasonable assurance about
whether the financial statements are free of material misstatement. We were not engaged to perform an audit of
the Company’s internal control over financial reporting. Our audits included consideration of internal control
over financial reporting as a basis for designing audit procedures that are appropriate in the circumstances, but
not for the purpose of expressing an opinion on the effectiveness of the Company’s internal control over financial
reporting. Accordingly, we express no such opinion. An audit also includes examining, on a test basis, evidence
supporting the amounts and disclosures in the financial statements, assessing the accounting principles used and
significant estimates made by management, and evaluating the overall financial statement presentation. We
believe that our audits provide a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the consolidated
financial position of Wells Real Estate Investment Trust 11, Inc. at December 31, 2007 and 2006, and the
consolidated results of its operations and its cash flows for each of the three years in the period ended
December 31, 2007, in conformity with U.8. generally accepted accounting principles. Also, in our opinion, the
related financial statement schedule, when considered in relation to the basic financial statements taken as a
whole, presents fairly in all material respecis the information set forth therein.

/s/ Ernst & Young LLP

Atlanta, Georgia
March 26, 2008




WELLS REAL ESTATE INVESTMENT TRUST 11, INC,
CONSOLIDATED BALANCE SHEETS
(in thousands, except for share and per-share data)

Assets:

‘ Real estate assets, at cost:
Land .. e
Buildings and improvements, less accumulated depreciation of $139,940 and $79,175 as

of December 31, 2007 and 2006, respectively . ... ...t

Intangible lease assets, less accumulated amortization of $184,532 and $106,147 as of
December 31, 2007 and 2006, respectively . ... ..o i i e
Construction In ProgreSS . . ... oottt ittt e e

Total real estate aSSEtS . . .ottt e e e
Cashand cash equivalents ... .. . i i i e e e
. Tenant receivables, net of allowance for doubtful accounts of $1,747 and $1,548 as of

December 31, 2007 and 2006, respectively ...... ... i e
Prepaid expenses and other assets . ... .. i e
Deferred financing costs, less accumulated amortization of $2,6608 and $1,535 as of

December 31, 2007 and 2006, respectively ......... ... ... ... i
Intangible lease origination costs, less accumulated amortization of $93,356 and $51,867 as

of December 31, 2007 and 2006, respectively ... ... .o vt i
Deferred lease costs, less accumulated amortization of $2,942 and $1,039 as of

December 31, 2007 and 2006, respectively ... ... it i i i,
Investmentinbonrds . .. ... . . e

TOAl A880ES L .ottt e e
Liabilities:

Lines of creditand notes payable . .. ... .. i i i e e s
Accounts payable, accrued expenses, and accrued capital expenditures . ......... ... ...
Duetoaffiliates . . ... ..o e e
Dividends payable . ... ... e e
Defermed iNCOME ... ..ot i e et et e

Intangible lease liabilities, less accumulated amortization of $21,270 and $10,638 as of
December 31, 2007 and 2006, respectively ... .. .. . . L
Obligations under capital [€ases .. ... ... i i i

Total liabilities ....................... e
Commitments and Contingencies ...... ... ... .. .. ... i
Minority Interest . .. ... . et e e
Redeemable COmmon Stock .. ...........oooe et

Stockholders’ Equity:
Common stock, $0.01 par value; 900,000,000 shares authorized; 371,510,095 and

280,119,233 shares issued and outstanding as of December 31, 2007 and 2006,

BB POV LY . .. e e e
Additional paid-incapital .. .. ...
Cumulative distributions in excess of €aMmiNgs ........ooiiir i it i,
Redeemable common stock .. ... ...
Other comprehensive 1085 . .. ... .

Total stockholders’ equity . ....... ... e

Total labilities, minority interest, redeemable common stock, and stockholders’
0

See accompanying notes.
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December 31,
2007 2006

$ 494431 $ 370971
2,364,471 1,922,523

587,185 458,917
17,279 420

3,463,366 2,752,831
47,513 46,100

70,409 51,897
86,636 37,029

3,881 3,184
31949 302212

32,857 16,972
78,000 78,000

$4,1062,158 $3,288,225

$ 928,297 $§ 774,523

59,627 41,817
13,385 13,977
9,710 1317
16,436 9,138
109,149 92,343

78,000 78,000
1,214,604 1,017,115

3,170 3.090
596,464 —
3,715 2,801

3,311,895  2.491817
(427,857)  (225,549)
(596,464) —

(3,369) (1.049)

2,287,920 2,268,020

$4,102,158 $3,288,225




WELLS REAL ESTATE INVESTMENT TRUST II, INC.
CONSOLIDATED STATEMENTS OF OPERATIONS
(in thousands, except per-share amounts)

Revenues:

Expenses:

Property operating costs .. .......... ... i
Hotel operating costs ......... ... ...t

Asset and property management fees:

Related-party . ..... ... ... . it
Other . ... . e,
Depreciation . . ... ... i e e
AmMOrtization . ... ... ... e

Real estate operatingincome ................. ... ... ......

Other income (expense):

Interestexpense ........... . .. . i
Loss on early extinguishment of debt ....................
Gain (loss) on interest rate SWaps . . . ... ... vriaann. ..,
Loss on foreign currency exchange contract ..............,
Interest and other income .. ..... ... ... . ... ..,

Income (loss) before minority interest and income tax benefit

(BXPeMSE) . ... . e
Minority interest in earnings of consolidated entities . . .. ... ...

Income (loss) before income tax benefit (expense) ............
Income tax benefit (expense) ................. .. ... .. .. ...,

Netincome (loss) . ....... ... ... ... i

Per-share information—basic and diluted:

Net income (loss) available to common stockholders .. ......

Weighted-average common shares outstanding—basic and diluted

See accompanying notes.
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Years Ended December 31,

2007 2006 2005
........ $322,506 $246,532 $134,945
........ 83,861 57679 29,036
........ 24,000 23,427 446
........ 2,783 78 27
433,150 327716 164,454
........ 137,425 92824 45,843
T 18,004  17.523 421
........ 28,078 20621 10,639
........ 4838 4911 2539
........ 61,289 47214 24505
........ 115540 84764 43210
........ 185580 12,156 9,056
383754 280013 136213
........ 49396 47703 28241
........ (49,950) (42.912) (25.098)
........ —  (L1I5) —
........ (12,173) 14 _
........ (470) _ _
........ 9,019 7691 9557
(53.574) (36322) (15.541)
........ @,178) 11381 12,700
........ (30 (01 (220)
........ 4,208) 10880 12,480
........ (460) 388 41
........ $ (4,668) $ 11,268 $ 12,521
........ $ ©01) § 005 $ 009
...... 328615 237373 139,680
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WELLS REAL ESTATE INVESTMENT TRUST II, INC.
CONSOLIDATED STATEMENTS OF CASH FLOWS
(in thousands)

Years Ended December 31,

2007 2006 2005
Cash Flows from Operating Activities:
Netincome (JOSS) ... .ot i $ (40668 5 11,268 § 12,521
Adjustments to reconcile net income (loss) to net cash provided by
operating activities:
Depreciation . ..., ..o ueie i e 61,289 47,214 24,505
Other amortization .............c.cvivuninennns e 128,510 97,755 47,146
Loss (gain) on interest rate SWaps ... ... ..vvvuninennnnn, 12,173 (14 —
Loss on foreign currency exchange contract ... ............. 470 — —_
Non-cash interest expense .. .............. e 8.214 1,812 1,396
Loss on early extinguishment of debt ..................... — 1,115 —
Minority interest in earnings of consolidated entities ... ... ... 30 501 220
Changes in assets and liabilities:
Increase in tenant receivables, net . ................... (18,763)  (24,010) (19,593)
Decrease (increase) in prepaid expenses and other
L3 - (7,813) 3,181 (4,609
Increase in accounts payable and accrued expenses . ..... 10,117 7,460 6,450
Increase indue to affiliates ........... ... ... ... ... 303 4,051 1,336
Increase in deferred income .. ......... ... ... ...... . 7,298 751 6,979
Net cash provided by operating activities .......... 197,160 151,084 76,351
Cash Flows from Investing Activities:
Investment in real estate and earnest money paid .. .............. (925,415) (663,351} (1,248,296}
Proceeds from master leases ........... i, 1,385 6,344 15,437
Acquisitionfeespaid .. ........ . ... L e (21,059)  (16,097) -(25,253)
Leasecostspaid . .. ... ... e (18,472) (9,374) (4,016)
Net cash vsed in investing activities . ............. {963,561) (682,478) (1,262,128)
Cash Flows from Financing Activities:
Deferred financing costspaid ......... ... ... ... ... ... (1,925) (1,491) (3,650}
Proceeds from lines of credit and notes payable . ................ 561,940 754,076 592,363
Repayments of lines of credit and notes payable ................ (415,174) (809,253) {360,676)
Prepayment penalty on early extinguishmentof debt .......... ... —_ (5,734) —
Contributions from minority interest partners .................. 122 — 726
Distributicns paid to minority interest partners .............. e (72) (135) (227
[ssuance of commonstock ....... .. .o e 964,878 859,961 1,194,594
Redemptions of commonstock .......... .. ... .. oL (59,505)  (32,421) (15,320)
Dividends paid to stockholders .. ... ... ... ... ... ... ..., .. (194,837) (140,260) {80,586)
Commissions on stock sales and related dealer-manager fees paid .. (77,892) (71.547) {109,424)
Other offering costspaid ... ... e (9,722)  (11,054) (17,547)
Net cash provided by financing activities .......... 767,813 542,142 1,200,253
Net increase in cash and cash equivalents . ., ..................... 1,412 10,748 14,476
Effect of foreign exchange rate on cash and cash equivalents ....... 1 — —
Cash and cash equivalents, beginning of period . . ................. 46,100 35,352 20,876
Cash and cash equivalents,end of period ........................ § 47513 § 46,100 $ 35352

See accompanying notes.
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WELLS REAL ESTATE INVESTMENT TRUST II, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2007, 2006, and 2005

1. ORGANIZATION

Wells Real Estate Investment Trust 11, Inc. (“Wells REIT 11”) is a Maryland corporation that has elected to be
taxed as a real estate investment trust (“REIT”) for federal income tax purposes. Wells REIT 1l engages in the
acquisition and ownership of commercial real estate properties, including properties that are under construction,
are newly constructed, or have operating histories. Wells REIT 11 was incorporated on July 3, 2003 and
commenced operations on January 22, 2004. Wells REIT II conducts business primarily through Wells-Operating
Partnership II, L.P. (“Wells OP II”), a Delaware limited partnership. Wells REIT I is the sole general partner of
Wells OP 11 and possesses full Jegal control and authority over the operations of Wells OP II. Wells REIT I
owns more than 99.9% of the equity interests in Wells OP IL. Wells Capital, Inc. (*Wells Capital™), the external
advisor to Wells REIT I, is the sole limited partner of Wells OP 1. Wells OP It acquires, develops, owns, leases,
and operates real properties directly, through wholly owned subsidiaries or through joint ventures. References to
Wells REIT 1I herein shall include Wells REIT II and all subsidiaries of Wells REIT II, including consolidated
joint ventures, Wells OP II, and Wells OP II's direct and indirect subsidiaries. See Note 9 for a discussion of the
advisory services provided by Wells Capital.

As of December 31, 2007, Wells REIT 1I owned interests in 57 office properties, one industrial building, one
hotel; and one office property under construction, comprising approximately 17.0 million square feet of
commercial office space located in 21 states and the District of Columbia. Fifty-four of the properties are wholly
owned and six are owned through consolidated joint ventures. As of December 31, 2007, the office and industrial
properties were approximately 98% leased, ‘

On December 1, 2003, Wells REIT Il commenced its initial public offering of up to 785.0 million shares of
common stock, of which 185.0 million shares were reserved for issuance through Wells REIT II's dividend
reinvestment plan, pursuant to a Registration Statement filed on Form 5-11 under the Securities Act of 1933,
Except for continuing to offer shares for sale through its dividend reinvestment ptan, Wells REIT 1 stopped
offering shares for sale under its initial public offering on November 26, 2005. Wells REIT II raised gross
offering proceeds of approximately $2.0 billion from the sale of approximately 197.1 million shares under its
initial public offering, including shares sold under the dividend reinvestment plan through March 2006. On
November 10, 2005, Wells REIT [ commenced a follow-on offering of up to 300.6 million shares of common
stock, of which 0.6 million shares were reserved for issuance under Wells REIT 1I's dividend reinvestment plan,
pursuant to a Registration Statement filed on Form S-11 under the Securities Act of 1933. On April 14, 2006,
Wells REIT I amended the aforementioned registration statements to offer in a combined prospectus
300.6 million shares registered under the follow-on offering and 174.4 million unsold shares related to the
dividend reinvestment plan originally registered under the initial public offering. As of December 31, 2007,
Wells REIT 11 had raised gross offering proceeds of approximately $1.9 billion from the sale of approximately
185.8 million shares under the follow-on offering.

As of December 31, 2007, Wells REIT II has raised gross offering proceeds from the sale of common stock
under the initial public offering and follow-on offering of approximately $3.8 billion. After deductions from such
gross offering proceeds for payments of acquisition fees of approximately $76.2 million, selling commissions
and dealer-manager fees of approximately $352.4 million, other organization and offering expenses of
approximately $52.8 million, and common stock redemptions of approximately $113.4 million under the share
redemption program, Wells REIT Il had received aggregate net offering proceeds of approximately $3.2 billion.
Substantially all of Wells REIT II’s net offering proceeds have been invested in real properties and related assets.
As of December 31, 2007, approximately 133.3 million shares remain available for sale to the public under the
follow-on offering, exclusive of shares available under the dividend reinvestment plan.
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On July 9, 2007, Wells REIT II filed a registration statement with the SEC to register 375.0 million shares of its
common stock, of which up to 300.0 million shares are to be offered in a primary offering for $10 per share, with
volume discounts available to investors who purchase more than 50,000 shares at any one time. As described in
the registration statement, discounts may also be available for other categories of purchasers. The remaining
75.0 million shares of common stock are to be offered under Wells REIT II's amended and restated dividend
reinvestment plan at a purchase price equal to the higher of $9.55 per share or 95% of the estimated value of a
share of its common stock. Weils REIT II has not issued any shares under the aforementioned registration
statement as it has not been declared effective by the SEC. Wells REIT II does not expect to commence an
offering under the aforemeniioned registration statement until the earlier of the date Wells REIT II selis ali the
shares available for sale in its current offering or November 10, 2008.

Wells REIT II's stock is not listed on a public securities exchange. However, Wells REIT II's charter requires
that if Wells REIT II's stock is not listed on a national securities exchange by October 2015, Welis REIT Il must
either seek stockholder approval to extend or amend this listing deadline or stockholder approval to begin
liquidating investments and distributing the resulting proceeds to the stockholders. If Wells REIT II seeks
stockholder approval to extend or amend this listing date and does not obtain it, Wells REIT 1l will then be
required to seek stockholder approval to liquidate. In this circumstance, if Wells REIT II seeks and does not
obtain approval to liquidate, Wells REIT II will not be required to list or liquidate and could continue to operate
indefinitely as an unlisted company.

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
Basis of Presentation and Principles of Consolidation -

Wells REIT II's consolidated financial statements are prepared in accordance with U.S. generally accepted
accounting principles (“GAAP”) and include the accounts of Wells REIT II, Wells OP Il, and any variable
interest entity (“VIE”) in which Wells REIT il or Wells OP 11 is deemed the primary beneficiary. With respect io
entities that are not VIEs, Wells REIT II's consolidated financial statements shall also include the accounts of
any entity in which Wells REIT II, Wells OP II, or its subsidiaries owns a controlling financial interest and any
limited partnership in which Welis REIT II, Wells OP II, or its subsidiaries owns a controlling general
partnership interest. In determining whether Wells REIT II or Wells OP II has a controlling interest, the
following factors are considered, among other things: the ownership of voting interests, protective rights, and
participatory rights of the investors.

Wells REIT II owns a 50% interest in an office tower, a full-service hotel, and a parking garage (collectively,
the “Key Center Complex™) through its ownership in Key Center Properties LLC (“KCP LLC™), a joint venture
between Wells REIT Il and Key Center Properties Limited Partnership (“KCPLP”). Wells REIT II has a note
receivable due from KCPLP for approximately $72.9 million, which approximates KCPLP’s minority interest in
KCP LLC. Wells REIT II has concluded that KCP LLC and KCPLP are both VIEs in which Wells REIT II is the
primary beneficiary. Accordingly, Wells REIT II has included the accounts of KCP LLC and KCPLP in the
accompanying consolidated financial statements and eliminated the aforementioned note receivable and 50%
minority interest in KCP LLC. The minority interest in KCPLP that is included in the accompanying
consolidated balance sheets represents claims against specific, rather than general, assets and liabilities of
KCPLP.

In addition, Wells REIT II owns controlling interests in four real properties through its majority ownership in the
following entities: Wells REIT II/Lincoln-Highland Landmark I[II, LLC; Nashoba View Ownership, LLC; and
2420 Lakemont Avenue, LLC (collectively, the “Joint Ventures”™). Therefore, the accounts of each of the loint
Ventures are included in the accompanying consolidated financial statements.

All significant intercompany balances and transactions have been eliminated in consolidation.




Use of Estimates

The preparation of the consolidated financial statements in conformity with GAAP requires management to make
estimates and assumptions that affect the amounts reported in the accompanying consolidated financial
statements and the accompanying notes. Actual results could differ from those estimates.

Real Estate Assets

Real estate assets are stated at cost, less accumulated depreciation and amortization. Amounts capitalized to real
estate assets consist of the cost of acquisition or construction, application of acquisition fees incurred, and any
tenant improvements or major improvements and betterments that extend the useful life of the related asset. All
repairs and maintenance are expensed as incurred. Additionally, Wells REIT II capitalizes interest while the
development of a real estate asset is in progress. Interest of approximately $74,000 and $162,000 was capitalized
during the years ended December 31, 2007 and 2006, respectively.

Wells REIT II's real estate assets are depreciated or amortized using the straight-line method over the following
useful lives:

Building ............ ... il 40 years

Building improvements ...................... 5-25 years

Tenant improvements . ..........vvvunrrnnn-n- Shorter of economic life or lease term
Intangible lease assets ....................... Lease term

Wells REIT II continually monitors events and changes in circumstances that could indicate that the carrying
amounts of the real estate and related intangible assets of both operating properties and properties under
construction, in which Wells REIT II has an ownership interest, either directly or through investments in joint
ventures, may not be recoverable. When indicators of potential impairment are present that suggest that the
carrying amounts of real estate and related intangible assets may not be recoverable, Wells REIT II assesses the
recoverability of these assets by determining whether the carrying value will be recovered through the
undiscounted future operating cash flows expected from the use of the asset and its eventual disposition. In the
event that such expected undiscounted future cash flows do not exceed the carrying value, Wells REIT II
decreases the carrying value of the real estate and related intangible assets to the estimated fair values, pursuant
to the provisions of Statement of Financial Accounting Standards (“SFAS”) No. 144, Accounting for the
Impairment or Disposal of Long-Lived Assets, and recognizes an impairment loss. Estimated fair values are
calculated based on the following information in order of preference, dependent upon availability: (i) recently
quoted market prices, (ii) market prices for comparable properties, or (iii) the present value of undiscounted cash
flows, including estimated salvage value. Wells REIT II has determined that there has been no impairment in the
carrying value of real estate assets held by Wells REIT II to date.

Allocation of Purchase Price of Acquired Assets

Upon the acquisition of real properties, Wells REIT 1I allocates the purchase price of properties to tangible
assets, including land and building, and identified intangible assets and liabilities, including the value of in-place
leases, based in each case on Wells REIT II's estimate of their fair values.

The fair values of the tangible assets of an acquired property (which includes land and building) are determined
by valuing the property as if it were vacant, and the “as-if-vacant” value is then allocated to land and building
based on management’s determination of the relative fair value of these assets. Management determines the
as-if-vacant fair value of a property using methods similar to those used by independent appraisers. Factors
considered by management in performing these analyses include an estimate of carrying costs during the
expected lease-up periods considering current market conditions and costs to execute similar leases, including
leasing commissions and other related costs. In estimating carrying costs, management includes real estate taxes,
insurance, and other operating expenses during the expected lease-up periods based on current market demand.
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Intangible Assets and Liabilities Arising from In-Place Leases where Wells REIT 11 is the Lessor

As further described below, in-place leases with Wells REIT II as the lessor may have values related to: direct
costs associated with obtaining a new tenant, opportunity costs associated with lost rentals that are aveoided by
acquiring an in-place lease, tenant relationships, and effective contractual rental rates that are above or below
market rates:

+ Direct costs associated with obtaining a new tenant, including commissions, tenant improvements, and
other direct costs, are estimated based on management’s consideration of current market costs to execute
a similar lease. Such direct costs are included in intangible lease origination costs in the accompanying
consolidated balance sheets and are amortized to expense over the remaining terms of the respective
leases.

» The value of opportunity costs associated with lost rentals avoided by acquiring an in-place lease is
calculated based on the contractual amounts to be paid pursuant to the in-place leases over a market
absorption period for a similar lease. Such opportunity costs are included in intangible lease assets in the
accompanying consolidated balance sheets and are amortized to expense over the remaining terms of the
respective leases.

» The value of tenant relationships is calculated based on expected renewal of a lease or the likelihood of
obtaining a particular tenant for other locations. Values associated with tenant relationships are included
in intangible lease assets in the accompanying consolidated balance sheets and are amortized to expense
over the remaining terms of the respective leases.

« The value of effective rental rates of in-place leases that are above or below the market rates of
comparable leases is calculated based on the present value (using a discount rate that reflects the risks
associated with the leases acquired) of the difference between (i) the contractual amounts to be received
pursuant to the in-place leases and (ii) management’s estimate of fair market lease rates for the
corresponding in-place leases, measured over a period equal to the remaining terms of the leases. The
capitalized above-market and below-market lease values are recorded as intangible lease assets or
liabilities and amortized as an adjustment to rental income over the remaining terms of the respective
leases,

As of December 31, 2007 and 2006, Wells REIT Il had the following gross intangible in-place lease assets and
liabilities (in thousands):

Intangible Lease Assets Intangible Intangible

Above-Market Lease Below-Market
In-Place Absorption  Origination In-Place Lease
Lease Assets  Period Costs Costs Liabilities
For the year ended December 31:
2006 ... e e $147,749 $417,315 $354,080  $102,981
00T e e $156,447 $506,024 $412.852  $130,419

During the years ended December 31, 2007, 2006, and 2005, Wells REIT I recognized the following
amortization of intangible lease assets and liabilities (in thousands):

Intangible Lease Assets Intangible Intangible

Above-Market Lease Below-Market

In-Place _Absorption  Origination In-Place Lease
Lease Assets  Period Costs Costs Liabilities

For the year ended December 31:

2005 e e $ 7,071 $27,013 $16,128 $ 3,178
2006 e $19,492 $52,290 $31,796 $ 6,744
2007 e $22,997 $68,273 $45,632 $10,969




The net intangible assets and liabilities as of December 31, 2007 will be amortized as follows (in thonsands):

0ot

" Intangible Lease Assets Intangible Intangible

Above-Market LT Lease Below-Market

In-Place Absorption  Origination In-Place Lease
Lease Assets  Period Costs Costs Liabilities

For the year ending December 31: ' .

2008 L e $ 20,315 $ 65016 $ 46,300 $ 13,017 |
2009 ...l e e 19,061 59,090 44,761 12,969
2000 . e 18,001 54,325 42,391 12,756
2000 ... .. IR e 14,874 45,054 38,250 12,394
2012 ..o D 10,406 36,366 33,004 11,796
Thereafter .. .......... e 28,182 107, 9 17 114,290 46,217

$110,839 $367,768 $319,496  $109,149

Weighted- Average Amortization Period .............. 6 years 7 years 8 years 9 years'

Intangible Assets and Liabilities Arising from In-Place Leases where Wells REIT 1l is thé Lessee

In-place ground leases with Wells REIT 11 as the lessee may have value associated with effective contractual
rental rates that are above or below market rates. Such values are calculated based on the present value (using a
discount rate that reflects the fisks associated with thé leases acquired} of the difference between i) the
contractual amounts to be paid pursuant to the in-place lease and (ii) management’s estimate of fair market lease
rates for the corresponding in-place lease, measured over a period equal to the remaining terms of the léases. The
capitalized above-market and below-market in-place lease values are recorded as intangible lease liabilities or
assets and amortlzed as an adjustment to property operating cost over the remaining term of the respective leases.
Wells REIT I had a gross below-market lease asset of approximately $109.2 million as of December 31, 2007
and recogmzed amortlzatlon of this asset of apprommately $0.6 mllhon in 2007.

As of December 31, 2007, the net below-market lease asset will be amortized as follows (in thousands):

For the year ending December 31: ST T R
2008 ... e % 2,004

Fa000 LT e [ 2,004 ,
2010 ....................................... 2,004
2011 ... e PR e PR 2,004
" 2012 ... L. F P e 2,004
Thereafter . ..o e 98,558
$108,578
Remainirng Amortization Period . ... . . ... . SR 54 years

C&sh and Cash Equivalents

Wells REIT II considers all highly liquid investments purchased with an original maturity of three months or less
to be cash equivalents. Cash equivalents include cash and short-term investments. Short-term investments are
stated at cost, which approximates fair valve, and consist of investments in money market accounts.

Tenant Recewables net

Tenant receivables are comprised of rental and relmbursement billings due from tenants and the cumulative
amount .of. future adjustments necessary to present rental income on a straight-line basis. Tenant receivables are
recorded at the original amount earned, less an allowance for.any doubtful accounts, which approximates fair
value. Management assesses the realizability of tenant receivables on an ongoing basis and provides for
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allowances as such balances, or portions thereof, become uncollectible, Wells REIT II adjusted the allowance for
doubtful accounts by recording provisions for bad debts of approximately $199,000, $813,000, and $365,000 for
the years ended December 31, 2007, 2006, and 2005, respectively, which are included in general and
administrative expenses in the accompanying consolidated statements of operations.

Prepaid Expenses and Other Assets

Prepaid expenses and other assets are primarily comprised of earnest money and deposits paid in connection with
future acquisitions and borrowings, escrow accounts held by lenders to pay future real estate taxes, insurance and
tenant improvements, notes receivable, non-tenant receivables, prepaid taxes, insurance and operating costs,
hotel inventory, the fair value of an interest rate swap agreement, and deferred tax assets. Prepaid expenses and
other assets will be expensed as incurred or reclassified to other asset accounts upon being put into service in
future periods. Balances without future economic benefit are written off as they are identified.

Deferred Financing Costs

Deferred financing costs are comprised of costs incurred in connection with securing financing from third-party
lenders and are capitalized and amortized on a straight-line basis over the term of the related financing
arrangements. Wells REIT II recognized amortization of deferred financing costs for the years ended
December 31, 2007, 2006, and 2005 of approximately $1.2 million, $0.9 million, and $1.4 million, respectively,
which is included in interest expense in the accompanying consolidated statements of operations.

Deferred Lease Costs

Deferred lease costs are comprised of costs incurred to acquire operating leases and are capitalized and amortized
on a straight-line basis over the terms of the related leases. Wells REIT II recognized amortization of deferred
lease costs of approximately $1.9 million, $0.9 million, and $0.1 million for the years ended December 31, 2007,
2006, and 20085, respectively, the majority of which is recorded as amortization, Upon receiving notification of a
tenant’s intention to terminate a lease, unamortized deferred lease costs are written off.

Investment in Bonds and Obligations Under Capital Leases

In connection with the acquisition of certain real estate assets, Wells REIT II has assumed investments in bonds
and corresponding obligations under capital leases. Wells REIT II records the bonds at net principal value and
obligations under capital leases at the present value of the expected payments. The related amounts of interest
income and expense are recognized as earned in equal amounts and, accordingly, do not impact net income
(loss).

Lines of Credit and Notes Payable

Certain mortgage notes included in lines of credit and notes payable in the accompanying consolidated balance
sheets were assumed upon the acquisition of real properties. When debt is assumed, Wells REIT II adjusts the
loan to fair value with a corresponding adjustment to building. The fair value adjustment is amortized to interest
expense over the term of the loan using the effective interest method.

Minority Interest

Minority interest represents the equity interests of consolidated subsidiaries that are not owned by Wells REIT II.
Minority interest is adjusted for contributions, distributions, and earnings attributable to the minority interest
partners of the consolidated joint ventures. Pursuant to the terms of the consolidated joint venture agreements, all
earnings and distributions are allocated to partners in accordance with the terms of the respective parinership
agreements. Earnings allocated to such minority interest partners are recorded as minority interest in earnings of
consolidated entities in the accompanying consolidated statements of operations.
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Redeemable Common Stock

Wells REIT II’s share redemption program requires Wells REIT II to honor all redemption requests made within
two years following the death of a stockholder. Wells REIT II has secured insurance-backed funding for the
redemption of shares under its share redemption program in the event Wells REIT 11 receives an unusually Jarge
number of redemption requests due to the death of investors. As the decision to honor redemptions sought within
two years following the death of a stockholder is outside of the control of Wells REIT 11, and the insurance
agreement provides Wells REIT 11 with the ability to fund all of such redemptions, the present value of the future
estimated deductible amounts under the insurance agreement are recorded as redeemable common stock in the
temporary equity section of the accompanying consolidated balance sheet. - ’

Further, upon being tendered for redemption by the holder, Wells REIT II reclassifies redeemable common
shares from temporary equity to a liability at settlement value. As of December 31, 2007 and December 31, 2006,
shares tendered for redemption and not yet redeemed of $0 and approximately $3.9 million, respectively, are
included in accounts payable, accrued expenses, and accrued capital expenditures in the accompanying
consolidated balance sheets. As of December 31, 2007, Wells REIT 1I overfunded $246,000 of redemptions to
the transfer agent, which is included in prepaid and other assets in the accompanying consolidated balance sheet.

Preferred Stock

Wells REIT II is authorized to issue up to 100.0 million shares of one or more classes or serics of preferred stock
with a par value of $0.01 per share. Wells REIT II's board of directors may determine the relative rights,
preferences, and privileges of each class or series of preferred stock issued, which may be more beneficial than
the rights, preferences, and privileges attributable to Wells REIT II's common stock. To date, Wells REIT I has
not issued any shares of preferred stock.

Common Stock

The par value of Wells REIT II's issued and outstanding shares of common stock is classified as common stock,
with the remainder allocated to additional paid-in capital.

Dividends

In order to maintain its status as a REIT, Wells REIT II is required by the Internal Revenue Code of 1986, as
amended (the “Code™), to make distributions to stockholders each taxable year equal to at least 90% of its REIT
taxable income, computed without regard to the dividends-paid deduction and by excluding net capital gains
attributable to stockholders (“REIT taxable income”). Dividends to be distributed to the stockholders are
determined by the board of directors of Wells REIT Il and are dependent upon a number of factors relating to
Wells REIT II, including funds available for payment of dividends, financial condition, the timing of property
acquisitions, capital expenditure requirements, and annual distribution requirements in order to maintain Wells
REIT II's status as a REIT under the Code.

Interest Rate Swap Agreements

Wells REIT Il has entered into interest rate swaps in order to mitigate its interest rate risk on related financial
instruments. Wells REIT II does not enter into derivative or interest rate transactions for speculative purposes;
however, certain of its derivatives may not qualify for hedge accounting treatment, Wells REIT II records the fair
value of its interest rate swap agreements as either prepaid expenses and other assets or accounts payable,
accrued expenses, and accrued capital expenditures. Changes in the fair value of the effective portion of an
interest rate swap agreement that is designated as a hedge is recorded as other comprehensive loss in the
accompanying consolidated statement of stockholders’ equity. The ineffective portion of the hedge, if any, is
recognized in current earnings during the period of change in fair value. Changes in the fair value of interest rate
swap agreements that do not qualify for hedge accounting treatment are recorded as gain (loss) on interest rate
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swaps in the accompanying consolidated statements of operations. Net amounts received or paid under interest
rate swap agreements are recorded as adjustments to inferest expense as incurred,

]

Foreign Currency Exchange Contract

Wells REIT II has entered into a foreign currency exchange contract to hedge the exposure to fluctuations in the
foreign exchange rate. The contract does not qualify for hedge accounting treamment; therefore, changes in the
fair value of the foreign currency exchange contract are recorded as a gain (loss) on foreign currency exchange
contract in the accompanying consolidated statements of operations. Wells REIT Il records the fair value of its
foreign currency exchange contract as accounts payable, accrued expenses, and accrued capital expenditures.

Financial Instruments

As of December 31, 2007 and 2006, the estimated fair value of Wells REIT II's lines of credit and notes payable
was approximately $919.6 million and $769.2 million, respectively. The fair value was obtained from discounted
cash flow analyses based on current incremental borrowing rates for similar types of borrowing arrangements.

Revenue Recognition

All leases on real estate assets held by Wells REIT I are classified as operating leases, and the related base rental
income is generally recognized on a straight-line basis over the terms of the respective leases. Tenant
reimbursements are recognized as revenue in the period that the related operating cost is incurred and are billed
to tenants pursuant 10 the terms of the underlying leases. Rental income and tenant reimbursements collected in
advance are recorded as deferred income in the accompanying consolidated balance sheets. Lease termination
fees are recorded as other rental income and recognized once the tenant has lost the right to lease the space and
Wells REIT 11 has satisfied all obligations under the related lease or lease termination agreement,

In conjunction with certain acquisitions, Wells REIT II has entered into master lease agreements with various
sellers, whereby the sellers are obligated to pay rent pertaining to certain non-revenue producing spaces either at
the time of, or subsequent to, the property acquisition. These master leases were established at the time of
acquisition to mitigate the potential negative effects of lost rental revenues and expense reimbursement income.
Wells REIT II records payments received under master lease agreements as a reduction of the basis of the
underlying property rather than rentai income. Wells REIT II received proceeds from master leases of
$1.4 million, $6.3 million, and $15.4 during the years ended December 31, 2007, 2006, and 2003, respectively.

Wells REIT I owns an interest in a full-service hotel. Revenues derived from the operations of the hotel include,
but are not limited to, revenues from rental of rooms, food and beverage sales, telephone usage, and other service
revenues., Revenue is recognized when rooms are occupied, when services have been performed, and when
products are delivered.

Earnings Per Share

Basic earnings (loss) per share is calculated as net income (loss) divided by the weighted-average number of
common shares outstanding for the period. Diluted earnings (loss) per share equals basic earnings (loss) per
share, adjusted to reflect the dilution that would occur if all outstanding securities convertible into common
shares or contracts to issue commoen shares were converted/exercised and the related proceeds were used to
repurchase common shares, As the exercise price of Wells REIT II's director stock options exceeds the current
offering price of Wells REIT II's common stock, the impact of assuming that the outstanding director stock
options have been exercised is anti-dilutive. Therefore, basic earnings (loss) per share equals diluted earnings
(loss) per share for each of the periods presented.
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Income Taxes

Wells REIT II has elected to be taxed as a REIT under the Code and has operated as such beginning with its
taxable year ended December 31, 2003. To qualify as a REIT, Welis REIT II must meet certain organizational
and operational requirements, including a requirement to distribute at least 90% of its REIT taxable income, as
defined by the Code, to its stockholders. As a REIT, Wells REIT 1I generaily is not subject to income tax on
income it distributes to stockholders. Wells REIT 11 is subject to certain state and local taxes related to the
operations of properties in certain locations, which have been provided for in the accompanying consolidated
financial statements.

Wells TRS II, LLC (*Wells TRS"™) is a wholly owned subsidiary of Wells REIT II and is organized as a
Delaware limited liability company, which owns, among other things, a full-service hotel. Wells REIT II has
elected to treat Wells TRS as a taxable REIT subsidiary. Wells REIT I may perform additional, non-customary
services for tenants of buildings owned by Wells REIT II through Wells TRS, including any real estate or
non-real estate related services; however, any earnings related to such services are subject to federal and state
income taxes. In addition, for Wells REIT 1l to continue to qualify as a REIT, Wells REIT H's investments in
taxable REIT subsidiaries cannot exceed 20% of the value of the total assets of Wells REIT 1I. Deferred tax
assets and liabilities represent temporary differences between the financial reporting basis and the tax basis of
assets and liabilities based on the enacted rates expected to be in effect when the temporary differences reverse.
Wells REIT II records interest and penalties related to uncertain tax positions as general and administrative
expense in the accompanying consolidated statements of operations.

Foreign Currency Translation

Wells REIT II has a Russian investment, which uses the local currency as its functional currency. Accordingly,
the assets and liabilities of the Russian investment are translated at the exchange rate in place as of the balance
sheet date, and the revenues and expenses of the Russian investment are translated at the average exchange rate
over the period of Wells REIT II's ownership. Net exchange gains or losses resulting from the translation of the
financial statements of the Russian investment are recorded in other comprehensive loss in the accompanying
consolidated statement of stockholders’ equity.

The Russian investment may have transactions denominated in currencies other than its functional currency or
the U.S. Dollar. Such transactions may result in gains or losses due to a difference in the exchange rate in place
when the transaction is initiated and the exchange rate in place when the transaction is settled. Such transaction
gains or losses are included in earnings.

Accounting Adjustments

In 2007, Wells REIT Il recorded certain out-of-period adjustments (the “Accounting Adjustments”), which
impact the comparability of the results of operations for the years ended December 31, 2007, 2006 and 2005. The
Accounting Adjustments resulted in total charges of approximately $1.9 million, which are included in Wells
REIT 1I’s net loss for the year ended December 31, 2007 and are described below:

+ A $1.1 million charge to tenant reimbursement revenues to reduce estimated amounts due from tenants
to reflect actual reimbursable expenses for 2006.

+ A $0.3 million charge to amortization expense and a $0.1 million charge to rental income to write-off
intangible lease assets related to a 2005 tease termination. :

« A $0.3 million charge to rental income to adjust deferred rental revenues for a tenant allowance
provided in connection with a lease executed in 2006, which should have been accounted for as a lease
concession. '

+ A $0.1 million charge to asset and property management fees—other for 2006 accrued incentive
management fees related to the Key Center Marriott.
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We believe that the Accounting Adjustments, considered individually and in the aggregate, are not material to
Wells REIT II's consolidated financial statements for the years ended December 31, 2007, 2006 or 2005. In
making this assessment, we have considered qualitative and quantitative factors, including the impact to the
individual financial statement captions impacted for each period presented, the non-cash nature of the
Accounting Adjustments, and Wells REIT II's substantial stockholders’ equity balances at the end of each year
presented.

Reclassifications

Certain prior period amounts have been reclassified to conform to the current period financial statement
presentation.

Recent Accounting Pronouncements

In September 2006, the Financial Accounting Standards Board (“FASB”) issued SFAS No. 157, Fair Value
Measurements (“"SFAS 157), which defines fair value, establishes a framework fof measuring fair value, and
expands disclosures required for fair value measurements under GAAP. SFAS 157 emphasizes that fair value is a
market-based measurement, as opposed to a transaction-specific measurement. In February 2008, the FASB
issued Staff Position No. SFAS 157-1, Application of FASB Statement No. 157 to FASB Statement No. 13 and
Other Accounting Pronouncements That Address Fair Value Measurements for Purposes of Lease Classification
or Measurement under Statement 13 (“FSP 157-1"). FSP 157-1, which is effective upon the initial adoption of
SFAS 157, excludes SFAS Statement No. 13, Accounting for Leases (“SFAS 137), as well as other accounting
pronouncements that address fair value measurements on lease classification or measurement under SFAS 13,
from the scope of SFAS 157. In February 2008, the FASB issued Staff Position No. SFAS 157-2, Effective Date
of FASB Statement No. 157 (“FSP 157-27). FSP 157-2 delays the effective date of SFAS 157 for all nonrecurring
nonfinancial assets and liabilities until fiscal years beginning after November 15, 2008. Accordingly, FSP 157-2
will be effective for Wells REIT Il beginning January 1, 2009, and all other aspects of SFAS 157 will be
effective for Wells REIT 1l beginning January 1, 2008. Wells REIT 1l is currenly assessing the provisions and
has not yet determined the financial impact, if any, on its consolidated financial statements.

In February 2007, the FASB issued SFAS No. 159, The Fuair Value Option for Financial Assets and Financial
Liabilities (“SFAS 159). SFAS 159 permits entities to measure many financial instruments and certain other
items at fair value that are not currently required to be measured at fair value. SFAS 159 will be effective for
Wells REIT Il beginning January 1, 2008. Wells REIT 11 is currently assessing the provisions and has not yet
determined the financial impact, if any, on its consoiidated financial statements.

In December 2007, the FASB issued SFAS No, 141(R), Business Combinations (“SFAS 141(R)™). SFAS 141(R)
requires, among other things, for (i) transaction costs related to busingss combinations to be expensed as incurred
and (ii) preacquisition contingencies related to contractual obligations and purchase price contingencies 1o be
recorded at fair value as of the acquisition date. SFAS 141(R) will be effective for Wells REIT 1I beginning
January 1, 2009. Wells REIT II is currently assessing the provisions of SFAS 141(R) and has not yet determined
the financial impact, if any, on its consolidated financial statements.

In December 2007, the FASB issued SFAS No. 160, Noncontrolling Interests in Consolidated Financial
Statements (“SFAS 160”). SFAS 160 requires, among other things, for (i) noncontrolling ownership interests to
be classified as equity, instead of as a minority interest component of mezzanine equity, and (ii) earnings from
noncontrolling interests to be included in earnings from consolidated subsidiaries with an additional disclosure of
the allocation of such earnings between controlling and noncontrolling interests on the face of the statement of
operations. SFAS 160 will be effective for Wells REIT 11 beginning January |, 2009. Wells REIT 11 is currently
assessing the provisions of SFAS 160 and has not yet determined the financial impact, if any, on its consolidated
financial statements.
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In June 2007, the American Institute of Certified Public Accountants (*AICPA™) issued Statement of Position
(“SOP”} 07-1, Clarification of the Scope of the Audit and Accounting Guide “Investment Companies” and
Accounting by Parent Companies and Equity Method Investors for Investments in Investment Companies, which
provides guidance for determining which entities fall within the scope of the AICPA Audit and Accounting
Guide for Investment Companies and requires additional disclosures for certain of those entities. In October
2007, the FASB elected to indefinitely defer the effective date of SOP 07-1. As such, Wells REIT Il has
postponed its evaluation of the provisions of SOP 07-1 and related impact on its consolidated financial
statements.

3. REAL ESTATE ACQUISITIONS

During the year ended December 31, 2007, Wells REIT II acquired the following |1 properties (dollars in
thousands):

A;ipruximale Purchase

Property Acquisition Date Location Square Feet Price"

One Century Place ............... January 4, 2007 Nashville, TN 539,000 % 72,000
120EagleRock ................. March 27, 2007 East Hanover, NJ 178,000 34,500
Pasadena Corporate Park ... ... .... July 11, 2007 Pasadena, CA 265,000 116,000
7031 Columbia Gateway Drive ... .. July 12, 2007 Columbia, MD 248,000 62,100
Cranberry Woods Drive® ... ... ... August 1, 2007 Cranberry Township, PA . — 14,594
222 Bast 419 Street ............-. August 17, 2007 New York, NY 372,000 319,800
Bannockburn LakeIIT ............ September 10, 2007 Bannockburn, IL 106,000 20,164
1200 Morris Drive . .............. September 14, 2007 Wayne, PA 114,000 29,250
South Jamaica Street .. ........... September 26, 2007  Englewood, CO 478,000 138,491
15815 25t Avenue West .. ........ November 5, 2007  Lynnwood, WA 87,000 23,800
16201 25 Avenue West .......... November 5, 2007  Lynnwood, WA 69,000 11,200
Total . ..ovv e 2,456,000 $841,899

() - Purchase prices are presented exclusive of closing costs and acquisition fees. ‘
@ Land was purchased in August 2007; however, construction of the buildings has not been completed as of
December 31, 2007 (see Note 5).
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4. LINES OF CREDIT AND NOTES PAYABLE

The following table summarizes the terms of Wells REIT II's indebtedness outstanding as of December 31, 2007
and 2006 (in thousands):

Amount Qutstanding

Term Debt or as of December 31,
Facility ) Rate Interest Only  Maturity 2007 2006
222 E. 41+ Street Building mortgagenote ............., LIBOR + 120bp'" Interest Only®»  8/16/2017 $133260 3 —
100 East Pratt Street Building mortgagenote ..., ... ... 508% lmerest Only G/L172017 105000 105,000
Wildwood Buildings morigagenote .,................ 5.00% Interest Only 12/1/2014 90,000 90,000
5 Houston Center Building mortgagenote ............. 5.00% Interest Only 10/1/2008 90,000 90,000
Wachovia Lincof Credit . ........ ... ..., 6.08% -$50.0 million  Interest Only 5/9/2008 84,000 126,000
5.72% -$17.0 million
5.94% -3$12.0 million
5.91% -35.0 million
Manhattan Towers Building mertgage note . .. .......... 5.65% lnterest Onty 16,2017 75,000 75,000
80 Park Plaza Building mortgagenote .. ............... LIBOR + [30bp® Interest Only®™  9/21/2016 49,875 46,667
263 Shuman Boulevard Building mortgage note ... ... ... 5.55% Interest Only 12017 49,000 —
One West Fourth Street Building mortgage note .. ... .. .. 580%  Term Debt 12/10/2018 46,841 48414
800 North Frederick Building mortgagenote ........... 4.62% Interest Only 11/11£2011 46,400 46,400
SanTan Corporate Center mortgage notes . . ............ 5.83% Interest Only 1071172016 39,000 39,000
Highland Landmark Building mortgagenote ........... 481% Interest Only 171072012 33,038 30,840
9 Technotogy Drive Building mortgagenote ........... 4.31% Interest Only 2/172008 23,800 23,800
One and Four Robbins Road Buildings mortgage note . . .. 5.07% Interest Only 9/5£2010 23,000 23,000
215 Diehl Road Building mongagenote ... ....... P 5.55% Interest Only 7112017 21,000 —
Key Center Complex mortgage noles . ................ 5.43% Interest Only  4/16/2012 & .
11/30/2012 14,180 13,375
Bank Zenit Lineof Credit .................... ..... 11.61% Interest Only 10/2/2014 4,903 —
LakePainte 3 constructionloan ... ... ... il LIBOR + 100bp™  Interest Only 121312007 —_ 17,027
Total indebtedness .................. e $928,297 $774,523

M Wells REIT I is party 1o an interest rate swap agreement, which fixes its inierest rate on the
222 E. 41+ Street Building mortgage note at 6.675% per annum and terminates on August 16, 2017, This
interest rate swap agreement does not qualify for hedge accounting treatment; therefore, changes in fair
value are recorded as gain (loss) on interest rate swaps in the accompanying consolidated statements of
operations. _

3 Wells REIT Il is party to an interest rate swap agreement, which fixes its interest rate on the 80 Park Plaza
Building mortgage note at 6.575% per annum and terminates on September 21, 2016. This interest rate swap
agreement qualifies for hedge accounting treatment; therefore, changes in fair value are recorded as other
comprehensive loss in the accompanying consolidated statement of stockholders™ equity.

@ Interest accrues over the term of the note, and principal and interest are payable at maturity. Interest
compeunds monthly.

“ The LakePointe 3 construction loan represents a construction loan to fund up to $17.1 million of the costs to
build an office building in Charlotte, North Carolina. Wells REIT Il was party to an interest rate swap
agreement, which generally fixed its interest rate on the LakePointe 3 construction loan at 4.84% per annum
and terminated on February 2, 2007. This interest rate swap agreement does not qualify for hedge
accounting treatment; therefore, changes in fair value are recorded as gain (loss) on interest rate swaps in the
accompanying consolidated statements of operations. The entire construction loan was repaid in May 2007.

Wells REIT II has an unsecured revolving financing facility (the “Wachovia Line of Credit”) with a syndicate of
banks led by Wachovia Bank, N.A. (“Wachovia™). Wells REIT Il can borrow up to 50% of the unencumbered
asset value or the aggregate value of a subset of lender-approved properties. Unencumbered asset value is
calculated as the annualized net operating income of the lender-approved properties owned for four consecutive
fiscal quarters divided by 8.25%, plus the book value, computed in accordance with GAAP, of such properties
acquired during the most recently ended four fiscal quarters, plus the GAAP book value of
construction-in-process properties included in the lender-approved subset (the “borrowing capacity”). As of
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December 31, 2007, Wells REIT II had total borrowing capacity under the Wachovia Line of Credit of
$400.0 million, of which approximately $277.0 million remained available for new borrowings.

The Wachovia Line of Credit contains borrowing arrangements that include interest costs based on, at the option
of Wells REIT 11, LIBOR for 7-, 30-, 60-, 90-, or 180-day periods, plus an applicable margin ranging from 0.85%
to 1.20% (“LIBOR Loans”), or the floating base rate. The applicable margin for LIBOR Loans is based on the
ratio of debt 1o total asset value. The base rate for any day is the higher of Wachovia’s prime rate for such day or
the Federal Funds Rate for such day plus 50 basis points. Under the terms of the Wachovia Line of Credit,
accrued interest shall be payable in arrears on the first day of each calendar month. In addition, unused fees are
assessed on a quarterly basis at a rate of 0.125% or 0.175% per annum of the amount by which the facility
exceeds outstanding borrowings plus letters of credit. Wells REIT 11 can repay the Wachovia Line of Credit at
any time without premium or penalty. The interest rate as of December 31, 2007 was 6.08% on $50.0 million of
the outstanding balance, 5.72% on $17.0 million of the outstanding balance, 5.94% on $12.0 million of the
outstanding balance, and 5.24% on the remaining $5.0 million. The interest rate as of December 31, 2006 was
6.30% on $86.0 million of the outstanding balance and 6.32% on the remaining $40.0 million.

On October 2, 2007, in anticipation of its future acquisition an office tower in Moscow, Russia (see Note 3),
Wells REIT 1l entered into a 7-year, unsecured, fixed-rate line of credit with Bank Zenit for 930.0 miilion
Russian rubles (“Bank Zenit Line of Credit”). Currently, the Bank Zenit Line of Credit is unsecured and bears
interest at a fixed rate of 11.61%. Upon acquisition of the Russian office tower, the Bank Zenit Line of Credit
will become secured and the interest rate will decline to 11.09%. As of December 31, 2007, 120.4 million Russian
rubles have been drawn and 809.6 million Russian rubles remain available under the Bank Zenit Line of Credit.
In connection with entering into the Bank Zenit Line of Credit, Wells REIT II entered into a foreign currency
exchange contract to mitigate the risk of changes in foreign currency exchange rates (see Note 3).

As of December 31, 2007 and 2006, Wells REIT II's weighted-average interest rate on its lines of credit and
notes payable was approximately 5.59% and 5.43%, respectively. Wells REIT II made interest payments,
including amounts capitalized, of approximately $36.3 million, $35.5 million, and $16.7 million during the years
ended December 31, 2007, 2006, and 2005, respectively. In addition, Wells REIT II paid a $5.7 million penalty
in 2006 related to the University Circle Buildings mortgage note, which is recorded as a component of the loss on
early extinguishment of debt in the accompanying consolidated statements of operations.

The following table summarizes the aggregate maturities of Wells REIT II's indebtedness as of December 31,
2007 (in thousands):

D008 ot e e $198.663
D000 ottt e e e 962
010 ettt e e e e 24,067
o2 0) N R PSP 47,578
.15 1 AP 52,784
T e 7 SR O A ~ 604,243

Ot .« v o e e e e e e e e e et $928,297

In January 2008, Wells REIT 1I extended the maturity date of the Wachovia Line of Credit from May 9, 2008 1o
May 9, 2009, and also entered into a $100.0 million unsecured term loan with a syndicate of banks led by
Wachovia Bank, N.A., which expires on May 9, 2009. The loan bears interest, ai the option of Wells REIT il, of
LIBOR for 7-, 30-, 60-, 90-, or 180-day periods, plus an applicable margin ranging from 0.85% to 1.20%, or the
floating base rate. In February 2008, Wells REIT i exercised the accordion feature of the Wachovia Line of
Credit thereby increasing our total borrowing capacity to $450.0 million under this facility.




5. COMMITMENTS AND CONTINGENCIES
Property Under Construction

On August 1, 2007, Wells REIT Il executed a development agreement with an unrelated thicd party for the
purpose of constructing three office buildings with an aggregate total of approximately 772,000 rentable square
feet at 900-1100 Cranberry Woods Drive in Cranberry, Pennsylvania (the “Cranberry Woods Drive Buildings™).
As of December 31, 2007, Wells REIT I had approximately $152.1 million in costs remaining to be incurred
under the agreement. The Cranberry Woods Drive Buildings are scheduled to be constructed in two phases, with
the first phase (approximately 413,000 rentable square feet) scheduled to be completed in 2009 and the second
phase (approximately 359,000 rentable square feet) to be completed in 2010. Upon completion of construction,
the Cranberry Woods Drive Buildings will be entirely leased to Westinghouse Electric Company, LLC.

Three Glenlake Building

On August 10, 2007, Wells REIT II entered into an agreement to acquire a 95% interest in a l4-story office
building located in Atlanta, Georgia (the “Three Glenlake Building™) for approximately $100.6 miilion. The
Three Glenlake Building is currently under construction and is expected to be completed in April 2008, The
Three Glenlake Building has been pre-lcased to Newell Rubbermaid, Inc., at rental rates to be determined based
on total construction costs. In connection with the execution of this agreement, Wells REIT Il paid an earnest
money deposit of $10.0 million in 2007, ‘

Dvintsev Business Center-Tower B

On October 2, 2007, Wells REIT II acquired 100% of Wells International RE 1l Limited (“Wells International™),
a Cypriot corporation, for approximately $32.0 million. Wells International is party to a shared construction
agreement with an unrelated third party for the development of a nine-story office tower in Moscow, Russia
(“Dvintsev Business Center-Tower B”). Additional earnest money deposits of $4.9 million have been paid as of
December 31, 2007. Construction of Dvintsev Business Center-Tower B, which will contain approximately
136,000 rentable square feet, is expected to be completed in late 2008. Upon its completion, Wells International
will acquire Dvintsev Business Center-Tower B for a purchase price of approximately .$63.2 million towards
which Wells International will receive a credit of $32.0 million plus additional earnest money deposits made by
Wells International during the construction phase.

Foreign Currency Exchange Contract

In connection with entering into the Bank Zenit Line of Credit, on October 2, 2007, Wells REIT Il entered into a
foreign currency exchange contract to hedge exposure to fluctuations in the foreign exchange rate. The contract
obligates Wells REIT Il to purchase 802.4 million Russian rubles at a fixed price of $0.04 per Russian ruble from
September 2008 through March 2009,

Obligations Under Operating Leases

Wells REIT II owns two properties that are subject to ground leases with expiration dates of December 31, 2058
and February 28, 2062. As of December 31, 2007, the remaining required payments under the terms of these
ground leases are as follows {in thousands):

2008 ... e e $ 1,210
2000 e e e e e e e e e 1,210
2000 . e e .. 1,210
122 01 3 1,210
21 1,345
1T (T T 118,510
4 | $124,695




QObligations Under Capital Leases '

Certain properties are subject to ground leases, which meet the qualifications of a capital lease. Each of such
obligations require payments equal to the amounts of principal and interest réceivable of related investments in
bonds, which mature in 2012. The required payments under the terms of the leases are as follows as of
December 31, 2007 (in thousands):

i , . : . r. o

2008 L e e e $ 4680
2000 L e e 4,680
2010 ....... L e e e e 4,680
. 1) 1 4,680
1) P [T . B1,300
‘ 100,020
Amounts representing interest ......... ... .. i oaiiiiiiiies P (22,020)
Total ....oiiiiiiiiii S SUTI T 878,000

Commitments Under Existing Lease Agreements

Certain lease agreements include provisions that, at the option of the tenant, may obligate Wells REIT II to
expend capital to expand an existirig property or provide other expenditures for the benefit of the tenant.i As of
December 31, 2007, no tenants have exercised such options that had not been materially satisfied. v

Litigation
From time to time, Wells REIT 11 is party to legal proceedings, which arise in the ordinary course of its business.
Wells REIT II is not currently involved in any legal proceedings for which the outcome is reasonably likely to

have a material adverse effect on the results of operations or financial condition of Wells REIT II. Wells REIT II
is not aware of any such legal proceedings contemplated by governmental authorities.

6. STOCKHOLDERS’ EQUITY
Stock Option Plan . : Lo

Wells REIT II maintains a stock option plan that provides for grants of “non-qualified” stock options to be made
to selected employees of Wells Capital and” Wells Management Company, Inc. (“Wells Management”)
(the “Stock Option Plan”). A total of 750,000 shares have been authorized and reserved for issuance under the
Stock Option Plan. As of December 31, 2007, no stock options have been granted under the plan.

Under the Stock Option Plan, the exercise price per share for the options must be the greater of (1) $11.00 or
(2) the fair market value (as defined in the Stock Option Plan) on the date the option is granted. The conflicts
committee of Wells REIT II's board of directors, upon recommendation and consultation with Wells Capital,
may grant options under the plan. The conflicts committee has the authority to set the term and vesting period of
the stock options as long as no option has a term greater-than five years from the date the stock option is granted.
In the event of a corporate transaction or other recapitalization event, the conflicts committee will adjust the
number of shares, class of shares, exercise price, or other terms of the Stock Option Plan to prevent dilution or
enlargement of the benefits or potential benefits intended to be made available under the Stock Option Plan or
with respect to any option as necessary. No stock option may be exercised if such exercise would jeopardize
Wells REIT II's status as a REIT under the Code, and no stock option may be granted if the grant, when
combined with those issuable upon exercise of outstanding options or warrants granted to Wells REIT II's
advisor, directors, officers, or any of their affiliates, would éxceed 10% of Wells REIT II's outstanding shares.
No option may be sold, pledged, assigned, or transferred by an option holder in any manner other than by will-or
the laws of descent or distribution. : . : Co
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Independent Director Stock Option Plan

Wells REIT Il maintains an independent director stock option plan that provides for grants of stock to be made to
independent directors of Wells REIT II (the “Director Plan™). A total of 100,000 shares have been authorized and
reserved for issuance under the Director Plan.

Under the Director Plan, options to purchase 2,500 shares of common stock at $12.00 per share are granted upon
initially becoming an independent direcior of Wells REIT II. Of these options, 20% are exercisable immediately
on the date of grant. An additional 20% of these options become exercisable on each anniversary for four years
following the date of grant. Additionally, effective on the date of each annual stockholder meeting, beginning in
2004, each independent director will be granted options to purchase 1,000 additional shares of common stock at
the greater of (1} $12.00 per share or (2) the fair market value (as defined in the Director Plan) on the last
business day preceding the date of the annual stockholder meeting. These options are 100% exercisable two years
after the date of grant. All options granted under the Director Plan expire no later than the tenth anniversary of
the date of grant and may expire sooner if the independent director dies, is disabled, or ceases to serve as a
director. In the event of a corporate transaction or other recapitalization event, the conflicts committee will adjust
the number of shares, class of shares, exercise price, or other terms of the Director Plan to prevent dilution or
enlargement of the benefits or potential benefits intended to be made available under the Director Plan or with
respect to any option as necessary. No stock option may be exercised if such exercise would jeopardize Wells
REIT II’s status as a REIT under the Code, and no stock option may be granted if the grant, when combined with
those issuable upon exercise of outstanding options or warrants granted to Wells REIT 1I’s advisor, directors,
officers, or any of their affiliates, would exceed 10% of Wells REIT II's outstanding shares. No option may be
sold, pledged, assigned, or transferred by an independent director in any manner other than by will or the laws of
descent or disiribution.

A summary of stock option activity under Wells REIT II's Director Plan during the years ended December 31,
2007, 2006, and 2003, follows:

Exercise
Number Price Exercisable
Qutstanding as of January 1, 2005 . . ... ... i 28,000 %12 4,000
LT 11T A 8,000 $12
Qutstanding as of December 31,2005 . .. ... ... .. ..o il 36,000 512 8,000
Granted . ... .. i e 7,000 $i2
Termminated . . e e e e (3,000 §$12
QOutstanding as of December 31,2006.......... ... ... i, 40,000 %12 19,000
Granted ........ .t S 7500 %12
Terminated . ... o e e (18,000) $I12
Qutstanding as of December 31,2007 .. ... ... ... . i 29,500  $12 16,500

Wells REIT II has evaluated the fair values of options granted in 2007, 2006, and 2005 using the Black-Scholes-
Merton model and concluded that such valués are insignificant. The weighted-average contractuai remaining life
for options that were exercisable as of December 31, 2007, was approximately seven years.

Dividend Reinvestment Plan

Wells REIT I maintains a dividend reinvestment plan (the “DRP”) that allows common stockholders to elect to
reinvest an amount equal to the dividends declared on their commmon shares in additional shares of Wells
REIT II's common stock in lieu of receiving cash dividends. Under the DRP, shares may be purchased by
participating stockholders at the higher of $9.55 per share or 95% of the estimated per-share value, as estimated
by Wells Capital or another firm chosen by the board of directors for that purpese. Participants in the DRP may

F-22




purchase fractional shares so that 100% of the dividends will be used to acquire shares of Wells REIT IIs stock.
The board of directors, by majority vote, may. amend or terminate the DRP for any reason, provided that any
amendment that adversely affects the rights or obligations of a participant (as determined in the sole discretion of
the board of directors) will only take effect upon 10 days’ written notice to participants.

3

Share Redemption Program

Wells REIT 1I maintains a share redemption program (the “SRP”) that allows stockholders who have held their
shares for more than one year to redeem those shares, subject to certain limitations. Under the SRP, “Ordinary
Redemptions” (those that do not occur within two years of death or qualifying disability) are currently
redeemable at the lesser of $9.10 per share, or 91% of the price paid for those shares. This redemption price is
expected to remain fixed until three years after Wells REIT II completes its offering stage. Wells REIT 1I will
view its offering stage as complete upon the termination of its first public equity offering that is followed by a
one-year period during which it does not engage in another public equity offering (other than secondary offerings
or offerings related to a dividend reinvestment program, employee benefit plan, or the issuance of shares upon
redemption of interests in Wells OP II). Thereafter, the redemption price for Ordinary Redemptions would equal
95% of the per-share value of Wells REIT II as estimated by Wells Capital or another firm chosen by the board
of directors for that purpose.

Redemptions sought within two years of the death or “qualifying disability” of a stockholder do not require a
one-year holding period, and the redemption price is the amount paid for the shares until three years after
completion of the above-mentioned offering stage. At that time, the redemption price would be the higher of the
amount paid for the shares or 100% of the estimated per-share value of Wells REIT I Wells REIT II will honor
all redemption requests that are made within two years following the death of a stockholder. )

The redemption limits set forth in the amended SRP are summarized below:

+  Wells REIT II will not make an Ordinary Redemption until one year after the issuance of the shares to
be redeemed.

+  Wells REIT II will not redeem shares on any redemption date to the extent that such redemptions would
cause the amount paid for Ordinary Redemptions since the beginning of the then-current calendar year
to exceed 50% of the net proceeds from the sale of shares under Wells REIT 1I's dividend reinvestment
plan during such period.

«  Wells REIT II will limit Ordinary Redemptions and those upon the qualifying disability of a stockholder
so that the aggregate of such redemptions during any calendar year do not exceed:

¢ 100% of the net proceeds from Wells REIT II's dividend reinvestment plan during the calendar
year, or

» 5% of the weighted-average number of shares outstanding in the prior calendar year.

Under the terms of our Corporate Governance Guidelines, until our board of directors decides to commence a
liquidation of Wells REIT II, we may not amend the SRP in a way that matenially adversely affects the rights of
redeeming heirs without the approval of stockholders. Approximately 5.9 million and 3.8 million shares were
redeemed under the SRP, during the years ended December 31, 2007 and 2006, respectively.

7. OPERATING LEASES

Wells REIT IT's real estate assets are leased to tenants under operating leases for which the terms vary, including
certain provisions to extend the lease agreement, options for early terminations subject to specified penalties, and
other terms and conditions as negotiated. Wells REIT I retains substantially all of the risks and benefits of
ownership of the real estate assets leased to tenants. Amounts required as security deposits vary depending upon
the terms of the respective leases and the creditworthiness of the tenant, however generally are not significant.
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Therefore, exposure to credit risk exists to the extent that the receivables exceed this amount. Security deposits
related to tenant leases are included in accounts payable, accrued expenses, and accrued capital expenditures in
the accompanying consolidated balance sheets.

Wells REIT II's tenants are generally of “investment-grade’™ quality and there are no significant concentrations of
credit risk within any particular tenant. Tenants in the legal services and depository institution industries each
comprise 18% and 14%, respectively, of Wells REIT II's 2007 annualized gross base rent. Wells REIT II's
properties are located in 2] states and the District of Columbia. As of December 31, 2007, approximately 11%,
9%, and 8% of Wells REIT II's office and industrial properties are located in Northern New Jersey, metropolitan
Cleveland, and metropolitan Atlanta, respectively.

The future minimum rental income from Wells REIT II's investment in real estate assets under non-cancelable
operating leases, excluding properties under development, as of December 31, 2007, is as follows (in thousands):

2008 .. e I $ 342416
D000 . e 143,999
2010 ... PRI 336,660
200 e 304,463
2002 268,528
Thereafter ...................... e e 1,023,953

Total .o e . $2,620,019

8. SUPPLEMENTAL DISCLOSURES OF NONCASH ACTIVITIES

Outlined below are significant noncash investing and financing transactions for the years ended December 31,
2007, 2006, and 2005 (in thousands): ’

Years Ended December 31,

2007 2006 2005

Investment in real estate funded with otherassets ............ ... ... .. . coeeon., $ 750 $ 3521 % 345
Acquisition fees applied toreal estate assels ...........oiiiiiiiiiiiie e $ 19,229 §$17,199 § 24074
Other assets assumed upon acquisition of properties ................. .. .oiiiL $ — § — % 9378
Other liabilities assumed upen acquisition of properties ......... ... ... e $ L708 $§ 964 §$ 12,622
Market value adjustment to interest rate swap that qualifies for hedge accounting

vy 11 1= 1L AR $ 2321 $1,040 § —
Proceeds from note payable inescrow ...... ... ..o ... e $ — 51644 §$ 23912
Notes payable assumed upon acquisition of properties . .............. . ..oieieaa.., $ — 5 — 5225932
Fair market value adjustments to increase (decrease) notes payable upon acquisition of

PTOPETIIES . . o o\ ettt ettt e et e et e e e e e e e e e e, $ — & — & 366
Accrued capital expenditures and deferred leasecosts ......... ... .. il $ 6,743 §$ 8518 § 4562
Accrued redemptions of common stock ............. e el $ — $383 5§ —
Acquisition fees due to affiliale ... .. ... .. i e $ 1,738 $ 3499 § 2,397
Commissions on stock sales and related dealer-manager fees due to affiliate ............ $ 1,900 $ 1,052 § 84
Other offering costs due toaffiliate . ... ... ... oo e $ 2401 $ 2383 % 2747
Dividends payable . .............. e e e $ 9710 $ 7317 $ 5142
Contributions from minority interest PAMIErS . .. .. ..o ove vt et inine et iineeennnas $ — % — & 783
Discounts applied to issuance of common stock . ............. e 8 7,636 $ 5299 § 4,160
Redeemable common stock . . ... ... ottt . $596464 $ — § —




9. RELATED-PARTY TRANSACTIONS

Advisory Agreement

Wells REIT 1i and Wells Capital are party to an advisory agreement (the “Advisory Agreement”) under which
Wells Capital receives the following fees and reimbursements:

« Reimbursement of organization and offering costs paid by Wells Capital on behalf of Wells REIT I, not
to exceed 2.0% of gross offering proceeds;

«  Acquisition fees of 2.0% of gross offering proceeds, subject to certain limitations; Wells REIT il also
reimburses Wells Capital for expenses it pays to third parties.in connection with acquisitions or
potential acquisitions;

«  Monthly asset management fees equal to one-twelfth of 0.75% of the cost of (i) all properties of Wells
REIT Il and (ii) investments in joint ventures. The amount of these fees paid in any calendar quarter
may not exceed 0.25% of the net asset value of those investments at each quarter-end after deducting
debt used to acquire or refinance properties;

+ Reimbursement for all costs and expenses Wells Capital incurs in fulfilling its duties as the asset
portfolio manager, including (i) wages and salaries and other employee-related expenses of Wells
Capital’s employees, who perform a full range of real estate services for Wells REIT I, including
management, administration, operations, and marketing, and are billed to Wells REIT II based on the
amount of time spent on Wells REIT II by such personnel, provided that such expenses are not
reimbursed if incurred in connection with services for which Wetls Capital receives a disposition fee
(described below) or an acquisition fee, and (ii} amounts paid for IRA custodial service costs allocated
to Wells REIT II accounts;

» For any property sold by Wells REIT 11, a disposition fee equal to 1.0% of the sales price, with the
limitation that the total real estate commissions (including such disposition fee) for any Wells REIT 11
property sold may not exceed the lesser of (i) 6.0% of the sales price of each property or (ii) the level of
real estate commissions customarily charged in light of the size, type, and location of the property;

« Incentive fee of 10% of net sales proceeds remaining after stockholders have received distributions
equal to the sum of the stockholders’ invested capital plus an 8% return of invested capital; and

 Listing fee of 10% of the excess by which the market value of the stock plus dividends paid prior to
listing exceeds the sum of 100% of the invested capital plus an 8% return on invested capital.

Either party may terminate the Advisory Agreement without cause or penalty upon providing 60 days’ prior
written notice fo the other. Under the terms of the Advisory Agreement, Wells REIT H is required to reimburse
Wells Capital for certain organization and offering costs up to the lesser of actual expenses or 2% of gross equity
proceeds raised. As of December 31, 2007, Wells REIT 1l has incurred and charged to additional paid-in capital
cumulative other offering costs of approximately $31.7 million related to the initial public offering and
$21.1 million related to the follow-on offering, which represents approximately 1.6% and 1.1% of cumulative
gross proceeds raised by Wells REIT If under each offering, respectively.

Dealer-Manager Agreement

Wells REIT I is party to a Dealer-Manager Agreement with Wells Investment Securities, Inc. (“WIS”), whereby
WIS, an affiliate of Wells Capital, performs the dealer-manager function for Wells REIT IL. For these services,
WIS earns a commission of up to 7% of the gross offering proceeds from the sale of the shares of Wells REIT 1,
of which substantially all is re-allowed to participating broker dealers. Wells REIT Il pays no commissions on
shares issued under its DRP.

Additionally, Wells REIT I is required to pay WIS a dealer-manager fee of 2.5% of the gross offering proceeds
from the sale of Wells REIT II's stock at the time the shares are sold. Under the dealer-manager agreement, up to
1.5% of the gross offering proceeds may be re-allowed by WIS to participating broker dealers. Wells REIT 11
pays no dealer-manager fees on shares issued under its DRP.
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Property Management, Leasing, and Construction Agreement

Wells REIT Il and Wells Management are party to a Master Property Management, Leasing, and Construction
Agreement {the “Management Agreement”) under which Wells Management receives the following fees and
reimbursements in consideration for supervising the management, leasing, and construction of certain Wells
REIT II properties:

= Property management fees in an amount equai to a percentage negotiated for each property managed by
Wells Management of the gross monthly income collected for that property for the preceding month;

* Leasing commissions for new, renewal, or expansion leases entered into with respect to any property for
which Wells Management serves as leasing agent equal to a percentage as negotiated for that property
of the total base rental and operating expenses to be paid to Wells REIT IT during the applicable term of
the lease, provided, however, that no commission shall be payable as to any portion of such term beyond
ten years;

* Initial lease-up fees for newly constructed properties under the agreement, generally equal to one
month’s rent;

« Fees equal to a specified percentage of up to 5% of all construction build-out funded by Welis REIT 11,
given as a leasing concession, and overseen by Wells Management; and

+  Other fees as negotiated with the addition of each specific property covered under the agreement.

Related-Party Costs

Pursuant to the terms of the agreements described above, Wells REIT II incurred the following related-party
costs for the years ended December 31, 2007, 2006, and 2005 (in thousands);

Years Ended December 31,
2007 2006 2005

Commissions( @) | e e $ 62,063 $ 56,183 $ 83,048
Assetmanagement fees ... ... e 25932 19,952 10,417
Dealer-manager fees!!) ... ... . . e 24,313 21,631 29,969
Acquisition fees®) . ... L e 19,298 17,199 23,802
Other offering coststl . .. ... e e 9,740 10,690 16,535
Administrative relmbUISeImMentS . ... v vttt n i i it i e 8,808 5,993 3,831
Property managementfees . ........ ... . ... . o i i 2,146 669 222
ConstICtOn fees ... . o i e . 52 150 =

TOtal .o e $152,352 $132,467 $167,914

(1 Commissions, dealer-manager fees, and other offering costs are charged against stockholders’ equity as
incurred, '

@ Substantially all commissions were re-allowed to participating broker dealers during 2007, 2006, and 2005,

Acquisition fees are capitalized to prepaid expenses and other assets as incurred and altlocated to properties
upon using investor proceeds to fund acquisitions or repay debt used to finance property acquisitions.

Wells REIT II incurred no related-party disposition fees, incentive fees, listing fees, or leasing commissions
during the years ended December 31, 2007, 2006, and 2005,
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Due 1o Affiliates

The detail of amounts due to affiliates is provided below as of December 31, 2007 and 2006 (in thousands):

December 31,
2007 2006
Asset and property management fees due to Wells Capital and/or Wells Management . . . .. $ 5053 3 5457
Other offering cost reimbursements due to Wells Capital .. .......................... 2,401 2,383
Administrative reimbursements due to Wells Capital and/or Wells Management .. ........ 2,293 1,586
Commissions and dealer-manager feesdueto WIS . ............. ... ... .. 1,900 1,052
Acquisition fees due to Wells Capital .. ... ... .. i 1,738 3,499
Total L e $13,385 $13.977

Economic Dependency

Wells REIT II has engaged Wells Capital and its affiliates, Wells Management and WIS, to provide certain
services that are essential to Wells REIT II, including asset management services, supervision of the property
management and leasing of some properties owned by Wells REIT 11, asset acquisition and disposition services,
the sale of shares of Wells REIT II's common stock, as well as other administrative responsibilities for Wells
REIT 11, including accounting services, stockholder communications, and investor relations. As a result of these
relationships, Wells REIT I is dependent upon Wells Capital, Wells Management, and WIS.

Wells Capital, Wells Management, and WIS are owned and controlled by Wells Real Estate Funds, Inc.
{(“WREF"). The operations of Wells Capital, Wells Management, and WIS represent substantially all of the
business of WREF. Accordingly, Wells REIT 1I focuses on the financial condition of WREF when assessing the
financial condition of Wells Capital, Wells Management, and WIS. In the event that WREF were to become
unable to meet its obligations as they become due, Wells REIT II might be required to find alternative service
providers,

Future net income generated by WREF will be largely dependent upen the amount of fees earned by Wells
Capital and Wells Management based on, among other things, the level of investor proceeds raised and the
volume of future acquisitions and dispositions of real estate assets by Wells REIT Il and other WREF-sponsored
programs, as well as dividend income earned from equity interests in another REIT. In addition, WREF
guarantees unsecured debt held by another WREF-sponsored product that is in the start-up phase of its operations
equal to approximately $139.7 million as of February 29, 2008. As of December 31, 2007, Wells REIT I
believes that WREF is generating adequate cash flow from operations and has adequate liquidity available in the
form of cash on hand and current receivables necessary to meet its current and future obligations as they become
due. -
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10. INCOME TAXES

Wells REIT 1I's income tax basis net income for the years ended December 31, 2007, 2006, and 2005 (in
thousands) follows:

2007 2006 2005
GAAP basis financial statement netincome (1058) . .. .. oo iie .. $ (4,668) $ 11,268 $12,521
Increase (decrease) in net income (loss) resulting from:
Depreciation and amortization expense for financial reporting purposes in
excess of amounts for income tax purposes .............. ... ..., 94,109 67,162 35,541
Rental income accrued for income tax purposes less than amounts for
financial reporting purposes .. ... o i i i (7,780) (16,671) (9,987
Net amortization of above/below-market lease intangibles for financial
reporting purposes in excess of amounts for income tax purposes . ... .. 8,344 6,914 3,602
Loss (gain) on interest rate swaps that do not qualify for hedge accounting
treatment for financial reporting purposes in excess of amounts for
INCOME LAX PUIMPOSES « v v v v v v eeae e e e e eae e niaaaas 12,173 (14) —
Bad debt expense for financial reporting purposes in excess of amounts '
for income tax PUrPOSES . ... ... PUUUUI 1,656 569 338
Other expenses for financial reporting purposes in excess of amounts for )
INCOMIE LAX PUMPOSES .« . o v v v ie et e e e e r e e aannen s enns 9,554 6,959 1,361
Income tax basis net income, prior to dividends paid deduction ............. $113,388 §$ 76,187 $43,376

As of December 31, 2007, the tax basis carrying value of Wells REIT II's total assets was approximately
$4.1 billion. For income tax purposes, dividends to common stockholders are characterized as ordinary income,
capital gains, or as a return of a stockholder's invested capital. Wells REIT II's distributions per common share
are summarized as follows: ' )

2007 % 2005

Ordinary INCOMIE . ... o e e 58% 54% 55%
Capital gains . ................ e e e e e — — —
Returnof capital . ... ..o i e A2% 46% _45%

Total o e e 100% 100% 100%

Upon adopting Interpretation No. 48, Accounting for Uncertainty in Income Taxes, an interpretation of FASB
Statement No. 109, effective January 1, 2007, Wells REIT I wrote-off deferred tax assets classified as prepaid
expenses and other assets of approximately $388,000 and recorded a liability for unrecognized tax benefits of
approximately $22,000 as reductions to the January 1, 2007 balance of stockholders’ equity. As of December 31,
2007, returns for the calendar years 2003 through 2006 remain subject to examination by U.S. or various state tax
jurisdictions.

The income tax (expense) benefit reported in the accompanying consolidated statements of operations relates
entirely to the operations of Wells TRS and consists of the following (in thousands):

Years Ended December 31,

2007 2006 2005

Federal ... ...t e e $(356) $322 $ 36

N 7217 =SS SRR (69) 66 5
L 41T (35) — —

TOtal . o e e e $(460) 3388 § 41




Income taxes for financial reporting purposes differ from the amount computed by applying the statutory federal
rate primarily due to the effect of state income taxes (net of federal benefit). A reconciliation of the federal
statutory income tax rate to Wells TRS’s effective tax rate for the years ended December 31, 2007, 2006, and
2005 is as follows:

Years Ended December 31,

. 2007 2006 2005
Federal statutory income taxrate ........................ P 34.00% 34.00% 34.00%
State income taxes, net of federal benefit .. ............ . ............ 6.58% 693% 4.62%

L0111 7] o U 3.37% — —
Effective tax rate ... i e e 4395% 4093% 38.62%

As of December 31, 2007, Wells REIT II had no deferred tax assets or deferred tax liabilities. At December 31,
2006, Wells REIT II had a deferred tax asset from a net operating loss carryforward of $429,000 and no deferred
tax liabilities,

11. QUARTERLY RESULTS (unaudited)

Presented below is a summary of the unaudited quarterly financial information for the years ended December 31,
2007 and 2006 (in thousands), except per-share data:

2007
First Second Third Fourth
Quarter Quarter Quarter Quarter
Revenues ... ... . . . .. . e $98,422 $105486 $110,805 $118,437
Netincome (10SS) ...\ttt ittt et . $(2,610) $ 7,676 $ (2,453) $ (7,281)
Basic and diluted net income (loss) per sharet™ .. .. ............ $ 001 % 002 $ @O $ (0.02)
Dividendspershare . ........ .. .. i $ 015 $§ 015 $ 015 $ 015
2006
First Second Third Fourth
Quarter Quarter Quarter Quarter
REvenUES . .. e $73,568 $ 79,005 $ 80,160 $ 94,983
NELICOME .ottt et ettt e e e e $ (881) $ 4,08 $ 2637 § 5426
Basic and diluted netincome pershare . .......... ... ... ... $ 000 $ 002 % 001 $ 002
Dividends pershare ........ ... . i, $ 015 $ 015 % 015 § 0.15

) The sum of the quarterly amounts do not equal loss per share for the year ended December 31, 2007,
because shares are not issued ratably over the course of the year.

12. SUBSEQUENT EVENTS
Sale of Shares of Common Stock

From January |, 2008 through February 29, 2008, Wells REIT Il raised approximately $100.0 million through
the issuance of approximately 10.0 million shares of common stock under its follow-on offering. As of
February 29, 2008, approximately 123.3 million shares remained available for sale to the public under the
follow-on offering, exclusive of shares available under the DRP,

Property Under Contract

On February 22, 2008 Wells REIT II entered into an agreement to purchase five office buildings containing
approximately one million rentable square feet located in an office park in Atlanta, Georgia, for $275.3 million,
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exclusive of closing costs. In connection with the execution of the agreement, Wells REIT Il paid a deposit of
$3.0 million to an escrow agent, which will be applied to the purchase price at closing.

Declaration of Dividends

On March 3, 2008, the board of directors of Wells REIT II declared dividends for the second quarter of 2008 in
an amount equal to an annualized dividend of $0.60 per share to be paid in June 2008. Such quarterly dividends
are payable to the stockholders of record at the close of business on each day during the period from March 16,
2008 through June 15, 2008.
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Wells Real Estate Investment Trust II, Inc.
Schedule I11—Real Estate Assets and Accumulated Depreciation and Amortization

December 31, 2007
{dollars in thousands)

2007 2006 2005
Real Estate:

Balance at the beginning of the year .. ....................... $2,938,153  $2,338,326 $ 955,399
Additions tofimprovements of real estate . ................ 863,782 608,930 1,382,927
Write-offs of tenant improvements ............ e (547) — —
Write-offs of intangible assets (1) . .. ........... ... ... {10,015) (3,145 —
Write-offs of fully depreciated/amortized assets ........... (3,535) (5,958) —

Balancc attheendoftheyear .................... ... ... .... $3,787,838 $2938,153 $2,338,326

Accumulated Depreciation and Amortization:

Balance at the beginning of theyear . . .................... ... $ 185322 § 75499 $ 16,909
Depreciation and amortization expense .................. 145,107 116,306 58,590
Write-offs of tenant improvements ...................... (108) — —
Write-offs of intangible assets (1) . ...................... (2,317 (525) —_
Write-offs of fully depreciated/amortized assets ........... (3,535) (5,958) —

Balance attheendoftheyear ............ .. .. ... ... ... ...... $ 324472 $ 185322 § 75499

(1) Consists of write-offs of intangible lease assets related to lease restructurings, amendments and
terminations.
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EXHIBIT 31.1

PRINCIPAL EXECUTIVE OFFICER CERTIFICATION
PURSUANT TO
SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002

I, Leo F. Wells, 111, certify that:

2.

Dated:

I have reviewed this annual report on Form 10-K of Wells Real Estate Invesiment Trust I1, Inc.;

Based on my knowledge, this annual report does not contain any untrue statement of a material fact or
omii to state a material fact necessary to make the statements made, in light of the circumstances under
which such statements were made, not misleading with respect to the period covered by this annual
repott;

Based on my knowledge, the financial statements, and other financial information included in this
annual report, fairly present in all material respects the financial condition, results of operations and
cash flows of the registrant as of, and for, the periods presented in this annual report;

The registrant’s other certifying officers and I are responsible for establishing and maintaining
disclosure controls and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and
internal control over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)} for
the registrant and have:

a. designed such disclosure controls and procedures, or caused such disclosure controls and
procedures to be designed under our supervision, to ensure that material information relating to
the registrant, including its consolidated subsidiaries, is made known to us by others within those
entities, particularly during the period in which this annual report is being prepared;

b. designed such internal contro! over financial reporting, or caused such internal control over
financial reporting to be designed under our supervision, to provide reasonable assurance
regarding the reliability of financial reporting and the preparation of financial statements for
external purposes in accordance with generally accepted accounting principles;

c. evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in
this annual report our conclusions about the effectiveness of the disclosure controls and
procedures as of the end of the period covered by this annual report based on such evaluation; and

d. disclosed in this annual report any change in the registrant’s internal control over financial
reporting that occurred during the registrant’s most recent fiscal quarter (the registrant’s fourth
fiscal quarter in the case of this annual report) that has materially affected, or is reasonably likely
to materially affect, the registrant’s internal control over financial reporting; and

The registrant’s other certifying officers and I have disclosed, based on our most recent evaluation of
internal control over financial reporting, to the registrant’s auditors and the audit committee of the
registrant’s board of directors:

a) all significant deficiencies and material weaknesses in the design or operation of internal control
over financial reporting that are reasonably likely to adversely affect the registrant’s ability to
record, process, summarize and report financial information; and

b) any fraud, whether or not material, that involves management or other employees who have a
significant role in the registrant’s internal control over financial reporting.

March 27, 2008

By: /s/ Leo F. WELLS, 111

Leo F. Wells, I11
Principal Executive Officer




EXHIBIT 31.2

PRINCIPAL FINANCIAL OFFICER CERTIFICATION
PURSUANT TO
SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002

I, Douglas P. Williams, certify that:

1.

2.

I have reviewed this annual report on Form 10-K of Wells Real Estate Investment Trust 11, Inc.;

Based on my knowledge, this annual report does not contain any untrue statement of a material fact or
omit to state a material fact necessary to make the statements made, in light of the circumstances under
which such statements were made, not misleading with respect to the period covered by this annual
report;

Based on my knowledge, the financial statements, and other financial information included in this
annual report, fairly present in all material respects the financial condition, results of operations and
cash flows of the registrant as of, and for, the periods presented in this annual report;

The registrant’s other certifying officers and I are responsible for establishing and maintaining
disclosure controls and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and
internal control over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(D)) for
the registrant and have:

a. designed such disclosure controls and procedures, or caused such disclosure controls and
procedures to be designed under our supervision, to ensure that material information relating to
the registrant, including its consolidated subsidiaries, is made known to us by others within those
entities, particularly during the period in which this annual report is being prepared;

b. designed such internal control over financial reporting, or caused such internal control over
financial reporting to be designed under our supervision, to provide reasonable assurance
regarding the reliability of financial reporting and the preparation of financial statements for
external purposes in accordance with generally accepted accounting principles;

c. evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in
this annual report our conclusions about the effectiveness of the disclosure contrels and
procedures as of the end of the period covered by this annual report based on such evaluation; and

d. disclosed in this annual report any change in the registrant’s internal control over financial
reporting that occurred during the registrant’s most recent fiscal quarter (the registrant’s fourth
fiscal quarter in the case of this annual report) that has materially affected, or is reasonably likely
to materially affect, the registrant’s internal control over financial reporting; and

The registrant’s other certifying officers and I have disclosed, based on our most recent evaluation of
internal control over financial reporting, to the registrant’s auditors and the audit committee of the
registrant’s board of directors:

a. all significant deficiencies and material weaknesses in the design or operation of internal control
over financial reporting that are reascenably likely to adversely affect the registrant’s ability to
record, process, summatize and report financial information; and

b. any fraud, whether or not material, that involves management or other employees who have a
significant role in the registrant’s internal control over financial reporting.

Dated: March 27, 2008

By: /s/ DouGLas P. WILLIAMS

Douglas P. Williams
Principal Financial Officer




EXHIBIT 32.1

CERTIFICATION OF CHIEF EXECUTIVE OFFICER AND
CHIEF FINANCIAL OFFICER
PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002 (18 U.S.C. 1350)

In connection with the Annual Report of Welis Real Estate Investment Trust I, Inc. (the “Registrant”) on Form
10-K for the year ended December 31, 2005, as filed with the Securities and Exchange Commission (the
“Report”™), the undersigned, Leo F, Wells, 11I, Chief Executive Officer of the Registrant, and Douglas P.
Williams, Chief Financial Officer of the Registrant, hereby certify, pursuant to Section 906 of the Sarbanes-
Oxley Act of 2002 (18 U.S.C. 1350) thai, to the best of our knowledge and belief:

(1) The Report fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange
Act of 1934; and

(2) The information contained in the Report fairly presents, in all material respects, the financial condition
and results of operations of the Registrant.

It is not intended that this statement be deemed to be filed for purposes of the Securities Exchange Act of 1934,

fs/ Lo F. WELLS, III

Leo F. Wells, 11
Principal Executive Officer
March 27, 2008

s/ DOUGLAS P. WILLIAMS

Douglas P. Williams
Principal Financial Officer
March 27, 2008




WELLS REIT 11
BOARD OF DIRECTORS
AND OFFICERS

Randall D. Fretz*

Corporate Governance

Wells REIT Il is subject to certain laws pertaining to corporate
govemmance of publicly registered companics. As of December 31, 2007,
Wells REIT 11 was fully compliant with all requirements of Sections 302
and 906 of the Sarbanes-Oxley Act of 2002, which was enacted 1o
increase corporate accountability, In 2007, in addition to the basic
requirements of Sections 302 and 906, Wells REIT Il continued 1o
document and test controls over s financial reporting processes with
the intent of complying with the additional sections of the Sarbanes-
Oxley Act of 2002 by December 31, 2008, the required deadline.

The Advisor Behind Wells REIT 11

Wells REIT IT is an investment product that utilizes the real estate
experience of Wells Real Estate Funds. Since 1984, Wells has
established a track record of providing investors access to commercial
real estate opportunitics. Wells is a national real cstate investment
company that purchases high-quality commercial properties leased
long term to creditworthy tenants. Wells serves more than 200,000
invesiors nationwide and has invested over Sl1 billion in assets
and 49.9 million square feet of commercial space.

Notice of Annual Meeting

The Annual Meeting of Wells REIT [l Stockholders will be held
at the Atlanta Athletic Club at 1:30 p.m., ET, on July 23, 2008, in
Duluth, Georgia.

Woeb site access to U.S. Securities and Exchange Commission Filings
All reports filed electronically by Wells REIT Il with the U.S.
Securities and Exchange Commission, including the annual report on
Form 10-K, quarterly reports on Form 10-0Q), and current event reports
on Form 8-K are accessible at www.wellsreitl{.com.

Investor Services Specialists

Investors who wish to change the name, address, or ownership of
shares; to sign up for electronic communications; or who have ques-
tions may contact a Wells Investor Services Specialist at 800-557-4830;
770-243-8198 (fax); or investor.services@wellsref.com.

Charles R. Brown

Leo F. Wells HI*

Douglas P. Williams*

Investor Services Hours
Monday through Thursday from 8:15 a.m. until 6:30 p.m. (ET), Friday
from 8:15 a.m. until 5:30 p.m. (ET).

DISCLOSURES

This 2007 Annual Report contains forward-looking statements within the
meaning of Section 27A of the Securities Act of 1933 and Section 21E of
the Securities Exchange Act of 1934. Such forward-looking statements can
generally be identified by our use of forward-leoking terminology, such
as “may,” “will,” “expect,” “intend,” “anticipate,” “estimate,” “believe,”
“continue,” or other similar words. Readers of this 2007 Annual Report
should be aware that there are various factors that could cause actual
results to differ materially from any forward-tooking statements made
in this repon. Factors that could cause or contribute 10 such differences
include, but are not limited 1o, changes in general economic and business
conditions, industry trends, changes in government rules and regulations
(including changes in 1ax laws), and environmental rules and regulations.
Accordingly, readers are cautioned not to place undue reliance on these
forward-looking statements, which speak only as of the date of this
2007 Annual Report. We do not make any representations or warranties
{expressed or implied) about the accuracy of any such forward-looking
statements, nor do we undertake the obligation to update them. This is
neither an offer nor a solicitation to purchase securities.

Data as of December 31, 2007.
*Officers of Wells REIT 11.
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